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THE MILL 
MUTUALS 


ARE GENERAL FIRE 
INSURANCE CARRIERS 


By careful selection of risks, sensible 
operation and skillful fire prevention 
engineering, Mill Mutual is able to 
return substantial savings to policy- 


holders. 





Millers Mutual Fire Insurance Co............. Harrisburg, Pa. 
Millers Mutual Fire Insurance Co......... Fort Worth, Texas 
Pennsylvania Millers Mutual Fire Ins. Co.... . Wilkes-Barre, Pa. 
Millers Mutual Fire Insurance Association... ....... Alton, Ill. 


Grain Dealers National Mutual Fire Ins. Co.. . Indianapolis, Ind. 


Western Millers Mutual Fire Insurance Co... . . Kansas City, Mo. 
National Retailers Mutual Insurance Co.......... Chicago, Ill. 
Michigan Millers Mutual Fire Insurance Co... ... Lansing, Mich. 
Mili Owners Mutual Fire Insurance Co......... Des Moines, la. 


MILL MUTUAL FIRE PREVENTION BUREAU 


400 WEST MADISON STREET... CHICAGO, ILLINOIS 
A SERVICE ORGANIZATION MAINTAINED BY THE MILL MUTUALS 














LUMBER MUTUALS 


* 


CENTRAL MANUFACTURERS’ MUTUAL INSURANCE CO. 
OF VAN WERT 





INDIANA LUMBERMENS MUTUAL INSURANCE COMPANY 
OF INDIANAPOLIS 


LUMBER MUTUAL FIRE INSURANCE COMPANY 
OF BOSTON 


LUMBERMENS MUTUAL INSURANCE COMPANY 
OF MANSFIELD 


NORTHWESTERN MUTUAL FIRE ASSOCIATION 
OF SEATTLE 


PENNSYLVANIA LUMBERMENS MUTUAL FIRE INSURANCE CO. 
OF PHILADELPHIA 


NATIONWIDE INSURANCE 
CWtC€E 


Gale & Stone, Boston — Mutual Insurance Bureau, Philadelphia — Lumbermens Mutual Insurance 





Agency, Inc., Mansfield, Ohio, Pittsburgh, Penna—Lumbermens & Manufacturers Mutuals, Inc., 

James S. Kemper, Mgr., Chicago, Milwaukee, Minneapolis, Omaha — Associated Mutuals, Inc., 

Atlanta, Ga. — Lumber Mutual Agency, Indianapolis, Memphis, Dallas, Kansas City — 
Martin Agency, Seattle. 
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CLAUDE A. HANLEY 


Commissioner of Insurance 


STATE OF MARYLAND 


pgp and supervision of Maryland insurance matters 

is in the capable hands of Claude A. Hanley, who was appointed 
to office last May by Governor William Preston Lane, Jr. An attorney, 
the new commissioner is a veteran of World War I, and served as a 


member of the state legislature in 1935 and 1937. 
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WHY BLAME NEWSPAPERS FOR 
LACK OF INSURANCE NEWS? 


ORE than once in the past this 

department has had occasion to 
call attention to the comparative back- 
wardness of insurance public relations— 
without, it must be admitted, having 
seemed to work any startling change in 
the situation. Whether this was because 
the calling of attention was not done 
with sufficient force and clarity, or 
whether there is something special about 
the insurance business that makes it 
difficult for those engaged in it to en- 
compass such matters, always has been 
an intriguing question. 


For a partial answer we are indebted 
to a recent issue of the Underwriters’ 
Report, San Francisco insurance weekly. 


In an editorial titled “Press Leader- 
ship Needed” it notes that the results 
of a country-wide campaign to reduce 
fire losses have been unsatisfactory, in 
that there has been little interest shown 
by the average citizen. It infers that 
the fault lies with the newspapers to a 
very considerable extent, and expresses 
its trust that when we have a “serious 
press” insurance as well as other non- 
entertaining subjects will receive a just 
share of attention in the news. 


As a witness in behalf of this point 
of view it summons R. R. Wilde, vice- 
president of Corroon & Reynolds, Inc., 
upon the basis of a recent interview 
which he accorded to a representative 
of Underwriters’ Report. It paraphrases 
his statement that this lack of insurance 
publicity is attributable to a lack of 
continuous day-to-day leadership by the 
daily press. ‘He said it appeared that 
newspapers are either not aware of the 
function of insurance in sustaining the 
business life of a community,” the 
editorial stated, “or they prefer to ne- 
glect matters of solid value, as far as 
the public interest is concerned, for 
triviality and sensationalism. Insurance 
topics end up on the financial page or 


in the wastebasket of the city room, 
rather than in the news columns, and 
an unhappy result is a widespread belief 
that insurance is out of the realm of 
popular understanding.” 


There is always the possibility that 
the wistful Mr. Wilde has been mis- 
quoted, or that the Underwriters’ Re- 
port editorialist is a cynical sort of fel- 
low who is attempting caricature. But 
if the editorial is taken at its face value 
it furnishes an almost perfect explana- 
tion of what is wrong with the public 
relations of the insurance business. It 
is an almost complete lack of awareness 
upon the part of too many people en- 
gaged in the business of what constitutes 
the type of information which interests 
the public. 


Anyone who has had even brief ex- 
perience in the newspaper field, or in 
related fields, is painfully conscious of 
the nature of a very large percentage 
of the so-called news releases with which 
the mimeographs of American business 
daily flood editorial desks. There is the 
story about the new product, complete 
with price list, which belongs in the 
advertising columns. There is the story 
about the new third assistant regional 
manager in Wawawa, Idaho, which is 
of no possible news interest except to 
his personal friends in Wawawa and to 
a few trade journals in the particular 
field. And in the insurance business 
there is the story about some insurance 
company official who makes the pro- 
found observation that fire is a menace 
to the nation’s welfare, and that it must 
go. Why any intelligent business man 
should delude himself into believing that 
newspapers and other media of public 
information are awaiting breathlessly 
copy of this sort is one of the more in- 
teresting unsolved mysteries. 


The plain fact is that newspapers are 
engaged in the business of selling to the 
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public a daily digest of the happenings 
concerning which that public wishes to 
be informed. If the happenings chron- 
icled are such that they do not interest 
that public, not very much time elapses 
before the newspaper is advised of the 
fact through a decrease in its circulation 
or influence. Knowledge of what is like- 
ly to interest the public is the editor’s 
stock in trade, and unless he intelligent- 
ly applies the measuring stick of this 
knowledge to the stream of information 
which comes to him daily he does not 
long remain a successful editor. There is 
constant pressure upon him to devote 
the limited space at his disposal to a 
succession of causes which their spon- 
sors believe worthy of public attention, 
but unless he exercises the acute pro- 
fessional discrimination which his job 
requires he soon finds that he is publish- 
ing a puff sheet instead of a newspaper. 


If insurance news ever is to get the 
newspaper space to which so many of its 
leaders believe its importance entitles it, 
the answer does not lie in condemning 
newspapers for their responsiveness to 
public taste. It lies in doing the diffi- 
cult job of digging out of the insurance 
business the type of information which 
is of interest to the public, and in pre- 
senting it to the newspapers and other 
media at the proper time and in the 
form in which it will be to their own 
interest to pass it on to that public. 


PUZZLE DEPARTMENT 


OME statements which were inter- 

esting, and some which merely were 
puzzling, were made to the Massachu- 
setts Association of Insurance Agents a 
few weeks back in an address by John 
A. Diemand, president of the Insurance 
Company of North America. 


One which was both interesting and 
puzzling was: “To increase the number 
of risks underwritten requires either an 
increase in capacity, an increase in the 
opportunity for profit, or both. The 
plain fact is that there is no lack of 
capacity, but a complete lack of confi- 
dence in today’s rate levels. . . . Rate 
increases sufficient to compensate for 
staggering losses would go far toward 
making it profitable to fill the unan- 
swered demands for greater coverage; 
but here again the answer lies with 
the supervisory officials, and not with 
the industry. Only a baker’s dozen of 
states have thus far provided increases in 
rates for fire insurance.” 


One of the states providing an in- 
crease in fire insurance rates was Illinois, 
if our recollection is correct. In Illinois 
the Insurance Company of North Am- 
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erica did not seem to feel that it needed 
an increase in certain rates, and took 
action accordingly. Perhaps that com- 
pany’s president should make another 
speech in Illinois, unless it would have 
the effect of making his Massachusetts 
listeners overly puzzled. 


INDUSTRIAL HYGIENE 


HERE is an obviously growing in- 

terest in this county in the state of 
the nation’s health, and in improvement 
both in medical and hospital facilities 
and in the means of paying for them. 
The great number of rejections for mili- 
tary service on physical grounds doubt- 
less bolstered this sentiment. Certainly 
changing economic conditions have di- 
rected attention to the receptiveness of 
a huge section of the population toward 
methods which will permit the financial 
impact of serious illness or injury to be 
cushioned, as is evidenced by the extent 
of public participation in prepayment 
plans of one sort or another, and by the 
continuing legislative emphasis upon 
some sort of governmental health insur- 
ance system. 


Not the least of the elements in this 
developing picture is the increasing con- 
cern of a considerable section of indus- 
try for the health of its workers, not 
only as a matter of economics, but as a 
means of bettering industrial relations 
in a time when these relationships seem 
subjected to unprecedented stresses. 


A number of those to whom this phase 
of the subject is of first importance have 
been curious about what would be found 
in the two-year plant-to-plant survey 
of administration functions and costs of 
industry’s health facilities, in prepara- 
tion by Dr. C. O. Sappington, Chicago 
industrial health consultant. At the re- 
cent annual meeting of the Industrial 
Hygiene Foundation, held at Pittsburgh 
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November 20, Dr. Sappington gave some 
of the highlights of the study which 
soon is to be issued. They indicate that 
the forthcoming report should be of 
considerable value. 


The survey covered 278 plants in 
thirty-three states, and sought to assem- 
ble information upon what industry is 
doing about the health of its employees 
and how this is being done. It showed 
physicians in charge of health or med- 
ical service in half the cases, with the 
percentage naturally much greater in 
the very large plants. In more than one- 
third of the cases the health department 
reported directly to top management; 
in about 40% of plants the three div- 
isions of safety, industrial relations, and 
health were on a par administratively, 
and the health department had the final 
word on health problems in 43% of 
plants. 


There was a great variation in func- 
tions according to size of plant. Pre- 
placement examinations showed the 
highest percentage in all groups—72% ; 
return-to-work examination after injury 
or illness 65%; provision for dispensar- 
ies 61%; and periodic examinations 
60%. Industrial hygiene services of 
some type were rendered in an average 
of 54% for the entire group of plants. 
This service ranged from inspections by 
safety engineers, nurses, physicians and 
others to technical studies and follow- 
up work. Technical studies were made 
in all groups by state health depart- 
ments, insurance companies, and parent- 
company laboratories, with the occasion- 
al use of private agencies and consult- 
ants. There were a few example of in- 
plant services by a laboratory owned 
and maintained by the organization, and 
services of this type now are increasing 


rapidly. 


An average of 43% of all groups gave 
some type of instruction in health and 
safety, with this figure rising to about 
50% in the two highest groups; pos- 
sibly a reason for the seemingly low 
figure has been the activities of the war 
and reconversion periods. 


Approximately one-third of the or- 
ganizations carried their own insurance, 
with a spotty fluctuation of percentages 
apparent in the different sized groups. 
Almost half of the largest groups car- 
ried self-insurance. 


On the question of cost Dr. Sapping- 
ton asserted that the original invest- 
ment for a small plant industrial health 
department will range from $500 to 
$3,000, the upkeep from $300 to $700 
a month; for medium-sized plants the 
original investment will range from $5,- 
000 to $10,000, and maintenance from 
$1,000 to $3,000 a month; for large 
plants the investment will range from 
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$10,000 to $125,000, and upkeep from 
$2,000 to $8,000 a month. Per capita 
cost’ of industrial health work ranges 
from $10 to $12 annually. The cost of 
physicians on an hourly basis for part- 
time work ranges between $3 and $20 
an hour. 


He listed the following economic 
benefits which grow out of industrial 
health services: prevention of infection 
and other complications through prompt 
treatment; early control of disability; 
greater economy of in-plant service; 
decrease in spoilage; better control of 
medical, hospital, and insurance expense; 
the greater economy of good care as 
compared with high workmen’s com- 
pensation rates; and the greater pro- 
ductiveness of healthy workers. 


TAX DECISION 


N view of the current concern of 

many insurance company executives 
with Federal tax matters, considerable 
interest should attach to the ruling 
which just has been made by the Bureau 
of Internal Revenue in the case of the 
Farmers Mutual Insurance Company of 
Holyrood, Kansas, in which it was held 
that the fact that an insurance carrier 
is issuing non-assessable policies and is 
not paying dividends does not rob it 
of its mutual character. 


The Farmers Mutual Insurance Com- 
pany, which has been in business since 
1892, operated on the assessment plan 
until 1940. At that time it began to 
operate on the advance premium plan, 
and issued non-assessable policies in ac- 
cordance with Kansas law, making its 
own rates under the supervision of the 
Kansas Insurance Department. 


The company was held to be exempt 
from Federal income tax in a ruling of 
the Commissioner of Internal Revenue 
dating back to 1926, but in 1945 this 
exemption was withdrawn and the car- 
rier was ordered to prepare Federal in- 
come tax returns for the years from 
1940 forward. The Bureau of Internal 
Revenue held that “the test of mutual- 
ity includes mutuality of liability as a 
necessary element. To meet such test 
the insurance policy should be assessable 
and participating. . . . Your non-assess- 
able policies are not on a mutual basis.” 


The company secured a hearing be- 
fore the Practice and Procedure Division 
of the Bureau of Internal Revenue in 
October, 1946, and when a reconsidera- 
tion of the ruling was refused took the 
matter to the Bureau’s chief counsel. 
The chief counsel’s office now has ruled 
that the company was exempt from in- 
come taxation in 1940 and the follow- 
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ing years. It was held that the issuance 
of non-assessable policies during that 
period did not cause the company to 
lose its status as an exempt mutual in- 
surance company. 


The Farmers Mutual Insurance Com- 
pany is, of course, one of the small mu- 
tual insurance carriers which has been 
exempted from Federal income tax lia- 
bility. The larger mutual fire and cas- 
ualty insurance companies are required 
to pay substantial Federal income taxes. 


HOLIDAY OBSERVATION 


| geo a year ago this publication ex- 
tended the conventional holiday 
greetings to all of its readers and to all 
of its subscribers, groups which we may 
be pardoned for feeling constitute the 
most intelligent segments of the fire in- 
surance and casualty insurance business- 
es. The same greetings now become in 
order, another full turn having been 
made, and they are extended herewith. 
We trust that 1948 will prove to be a 
better twelvemonth, all ’round, than 
1947 has been, and no one is more con- 
scious than are we that not a great deal 
of improvement is necessary to make 
this wish come true. 


In extending greetings a year ago we 
took advantage of the season to inquire 
as to the future editorial preferences of 
that splendid body of readers to which 
previous reference has been made. Our 
point was that the only holiday gift a 
publication has to offer is the promise 
of an editorial content during the com- 
ing year which is suited to the needs of 
the reader. 


The response to this general inquiry 
was interesting, but not entirely unex- 
pected. Because 1947 was destined to 
be a year in which the effort to pass 
new insurance rating legislation should 
hold the center of the stage a great many 
of the comments which were received 
had to do with the details of the rate 
regulatory bills which were to be ad- 
vanced during the legislative sessions. 
An attempt was made to meet this de- 
mand by carrying rather extensive ex- 
planations of the rate regulatory meas- 
ures being proposed, and by publishing 
up-to-date information upon their pro- 
gress through the various state assem- 


blies. 


Possibly too nearly thorough a job 
was done in this regard, for as summer 
approached we began to receive an oc- 
casional complaint that too much space 
was being devoted to legislative matters, 
and as time went on there came to be 
an increasing number of letters which 


made this point. As a result it has been 
considered advisable to devote a larger 
amount of space to other subjects dur- 
ing recent months. 


With a new year coming up the 
JOURNAL OF AMERICAN INSUR- 
ANCE again should like to have an ex- 
pression of the preferences of its readers. 
Anyone who gets around in the insur- 
ance business knows, of course, that 
what interests producers is discussion of 
the details of the insurance contracts 
they are being called upon to sell, that 
what interests insurance lawyers is dis- 
cussion of the details of recent insur- 
ance cases which make it necessary to 
change their thinking, and that what 
interests a large percentage of home 
office people is discussion of underwrit- 
ing subjects. But what is of common 
interest to all of them, under present 
conditions in the insurance business, is 
not so easy to determine. Any assistance 
which our readers care to give us along 
this line will be appreciated greatly. 


It will be noted from our masthead 
that the current issue is Number 12 of 
Volume 24, a rather significant mile- 
stone which means that in 1948 the 
JOURNAL OF AMERICAN INSUR- 
ANCE begins its twenty-fifth year of 
continuous publication. This small 
achievement falls far short of placing 
us at the head of the procession in a 
business where a reasonable degree of 
antiquity is more or less taken for 
granted, but it is nevertheless an 
achievement of sorts, and a source of 
gratification. 


One of the things which we hope to 
do during our twenty-fifth year is to 
trace the progress which mutual fire in- 
surance and casualty insurance has made 
during that quarter-century, as reflected 
in the pages of past volumes. It was a 
period which saw a considerable advance 
in the competitive position of mutual 
insurance in certain respects, and one in 
which the trend for mutual carriers has 
been away from specialization and to- 
ward the writing of insurance business 
of the general type. There were very 
important changes in the production 
methods of many companies. 


Possibly the most nearly educational 
material which the making of such a 
search is likely to unearth is the long 
story of the controversies in which var- 
ious elements of the insurance business 
have been involved over the twenty-five 
year span in question. Many of them 
have been forgotten, many of them to- 
day might seem almost amusing. But 
our wager is that a careful check will 
reveal that many of the matters which 
so exercise the business today were the 
subjects of heated controversy even that 
long ago. 
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STATE REGULATION OF 
CASUALTY INSURANCE RATES 


COMPREHENSIVE memoran- 

dum upon state regulation of cas- 
ualty insurance rates, prepared by the 
special committee on legislation of the 
American Mutual Alliance, just has 
been filed with the Committee on Rates 
and Rating Organizations of the Na- 
tional Association of Insurance Com- 
missioners. 


Charles F. J. Harrington, Massachu- 
setts Commissioner of Insurance and 
chairman of the commissioners’ com- 
mittee, requested recently that insur- 
ance organizations express their views 
as to the implementing of rate regula- 
tory statutes, the coordination of super- 
visory activities under various rating 
laws, and uniform interpretation of the 
standard of rate-making. The American 
Mutual Alliance document, which dis- 
cusses aspects of these questions, also is 
being made available to the members 
of the Insurance All-Industry Commit- 
tee and others. 


In addition to its detailed comments, 
the memorandum states that an exam- 
ination of the Commissioners-All Indus- 
try casualty and surety rate regulatory 
bill and the memoranda accompanying 
it indicates that the broad principles 
upon which it has been drawn are en- 
tirely consistent with the general prin- 
ciples discussed in the American Mutual 
Ailiance memorandum. 


“The bill establishes sound bases for 
maintenance of the solvency of insur- 
ance carriers,” it states, “‘and establishes 
reasonable administrative standards for 
the control of the making and using of 
rates in such a way as to require fair 
and equitable treatment of the public. 
In an attempt to achieve a balance be- 
tween the amount of control necessary 
to preserve full competitive opportunity 
the bill preserves the maximum of such 
competitive opportunity and still makes 
it possible for regulation to be effective. 
The bill may be said, therefore, to rep- 
resent the minimum regulation neces- 
sary to meet the objective and the stand- 
ards outlined therein. If the minimum 
restrictions imposed upon the right of 
initiative and freedom of action serve 
to make the initial task of administra- 
tion more difficult, it is nevertheless 
possible under the bill to obtain regula- 
tion in the public interest which will be 
effective.” 
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Other general topics discussed in the 
memorandum include interstate rating, 
and the difficulties involved in the tran- 
sition from a situation where state regu- 
lation is lacking to one where it becomes 
effective. 


The memorandum opens with an an- 
alysis of the reasons for regulation of 
casualty insurance rates, treats exten- 
sively of the essential characteristics of 
effective state rate regulation, and closes 
with an outline of the status of casualty 
insurance rate regulatory legislation. It 
discusses the standards for making and 
judging rates—‘‘not excessive,” “not in- 
adequate,” and “not unfairly discrimin- 
atory”—and explores such divisions of 
the subject as guides to be followed in 
achieving the standards, loss and expense 
experience recording and reporting, ad- 
ministrative controls, rating organiza- 
tions, deviations, and administration and 
enforcement of rate regulatory laws. 


The memorandum points out that 
the institution of insurance rate reg- 
ulation is in the process of enormous 
development and expansion, and it is 
necessary to deal with the problems of 
implementing and administering the 
laws which recently have been enacted. 
The same objectives which underlie the 
decision to enact rate regulatory laws, 
it holds, also must form the basic criteria 
by which the administrative system for 
those laws must be tested. 


Despite the decision of the United 
States Supreme Court in the case of 
United States v. South-Eastern Under- 
writers Association holding insurance to 
be commerce the insurance business has 
been unwilling to accept the idea that 
cooperation—now obtainable only under 
regulation—should be abandoned in 
favor of unrestricted competition; nor 
has Congress so interpreted the decision. 
The attitude that insurance differs from 
other businesses is one of the bases for 
this belief, the memorandum contend- 
ing that at least the following differ- 
ences exist: 


1. The cost of insurance cannot be 
exactly determined by expenses which 
have been incurred. Insurance cost de- 
pends upon future events which, in 
casualty insurance at least, may or may 
not occur. 


2. Insurance is a promise to mect 
obligations which have not been in- 
curred when the promise is made. 


3. Insurance collects in advance of 
performance large sums of money which 
must later be paid out. 


4. Money collected in advance from 
policyholders may later be claimed by 
persons not parties to the contract. 


§. The insurance product is extra- 
ordinarily difficult to judge. 


6. The law of supply and demand is 
not applicable to insurance. 


7. The cost of the service promised 
is greatly disproportionate to the price 
paid. 


8. The consequences of failure of an 
insurance company are more serious than 
in the case of other businesses. 


9. Competition does not serve as a 
satisfactory regulator in the insurance 
business. 


The inherent nature of insurance is 
such that stability, safety, and order 
can best be achieved through coopera- 
tion among the various private units of 
the industry, the memorandum declares. 
As to rating this cooperation is forbid- 
den by law unless regulated by law. 
Therefore regulation is necessary to 
make possible the required cooperation. 
Regulation must rest upon standards and 
principles, closely and directly related 
to the activities being regulated. Regu- 
lation, which is required by the public 
interest, is supported by cooperation 
among the units regulated, which coop- 
eration is made possible by regulation. 
One cannot stand without the other. 


The first objective of regulation 
should be maintaining solvency of the 
insurance companies, it is held. Next 
is equity and fairness in the practices of 
insurance companies and their agents. 
Preserving as much competitive oppor- 
tunity as is consistent with the preced- 
ing objectives is also important, so that 
every important decision as to rate-mak- 
ing and administration requires the con- 
sidered balancing of diverse and complex 
factors, in the light of their relative 
importance and of the goals sought. 
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It is essential that a rating law con- 
tain a clear statement as to the standards 
which must be followed in rate-making 
and in administrative consideration of 
the validity of the rates filed. The mem- 
orandum states the belief that the state- 
ments of standards in most of the re- 
cently-enacted rate regulatory laws satis- 
fy general principles, calling attention 
to the portion of the Commissioners-All 
Industry casualty and surety rate regu- 
latory bill which provides that rates 
shall not be excessive, inadequate, or un- 
fairly discriminatory. It holds the gen- 
eral standards are, ideally, to be created 
and applied in the light of the aggregate 
experience of the business, with due re- 
gard for the relationship of one territory 
to another, one classification to another, 
and one risk to another. 


The public interest is held not to be 
served by excessive rates—those which 
are unreasonably high. Nor is the in- 
terest of the insurance business, because 
under excessive rates improper competi- 
tive practices develop and the market 
for insurance is restricted. 


Adequate rates—rates estimated to be 
sufficient upon the basis of all pertinent 
information and statistics to cover the 
proper cost of the insurance, including 
losses, expenses, and a reasonable margin 
for profit and contingencies — benefit 
both the public and the insurance com- 
panies. If rates are not adequate insur- 
ance companies may not be able to meet 
the obligations of their policy contracts, 
or the number of insurance companies 
or the amount of insurance protection 
made available may be inadequate for 
the public need. The adequacy or inade- 
quacy of rates, the memorandum de- 
clares, should be determined without re- 
gard to the financial condition of the 
particular insurance carrier; otherwise 
large wealthy insurance companies could 
sell insurance temporarily at a loss in 
order to freeze competitors out of the 
market. 


The standard that rates shall not be 
unfairly discriminatory is solely for the 
protection of the public, it is stated. 
Fair discrimination in insurance rates is 
the making of distinctions between 
classes, and between risks in a class, 
based upon the recognition of factors 
which can be demonstrated by objective 
standards to have an effect upon loss or 
expense elements. Unfair discrimination 
is a Variation in rate not consistent with 
the known facts, or a capricious or arbi+ 
trary one, or the recognition of factors 
which cannot be demonstrated to have 
an effect upon loss or expense elements. 
Fair discrimination is necessary and de- 
sirable to recognize measurable distinc- 
tions in the relative hazards of various 
classifications of buyers. Unfair dis- 
crimination leads to one buyer or group 
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of buyers paying a premium less than 
the cost of furnishing the insurance pro- 
tection. As a result other buyers must 
make up the difference by paying too 
high ptemiums, since the insurance car- 
rier cannot afford to supply insurance 
protection indefinitely at a loss. 


Guides which the memorandum holds 
should be followed in achieving the gen- 
eral standards are: (1) loss experience; 
(2) catastrophe hazards; (3) margins 
for profit and contingencies; (4) divi- 
dends to policyholders; (5) expense pro- 
visions; (6) classification of risks and 
modifications of classification rates; and 
“due consideration” should be given each 
of them. 


Generally the broader the statistical 
base of loss experience the more nearly 
accurate the resulting rates will be. Pros- 
pective as well as past loss experience 
should be considered, it is contended, 
and consideration should be given to 
experience outside the particular state in 
question as well as within it. The pos- 
sibility of occurrence of a catastrophe 
must be considered, and this cannot be 
measured by loss experience within a 
single state or within a limited period of 
time. 


While it is desirable to have a broad 
statistical base in considering loss ex- 
perience, it seems obvious that this is not 
true in the same sense in considering ex- 
pense provisions, since to a great extent 
these are under some control by the in- 
dividual insurance carrier. The greatest 
competition between insurance carriers 
lies in the way the expense provision in 
the rates is used, so the standards ap- 
plicable to them should be flexible as in 
the new rate regulatory laws. It should 
not be required that rates be approved 
for general use containing expense pro- 
visions adequate for the least efficient or 
the most expensive insurer, nor should 
the expense requirements of the lowest 
cost or most efficient insurers be held 
adequate for the mass of insurers writ- 
ing the particular kind of insurance. 
Even an average expense provision based 
upon the experience of all types of in- 
surers conducting business in various 
ways may be so inadequate for insurers 
with expense requirements above the 
average as to require their withdrawal 
from competition in the field of insur- 
ance involved. The true intent of the 
law would seem to be to state standards 
applicable to expenses in such terms that 
the supervisory authority has sufficient, 
but nevertheless limited, discretion to 
protect the public from overcharges, but 
at the same time to preserve a sufficient 
number of insurers in the field to assure 
a continuation of reasonable competi- 
tion. 


The recently-enacted state rate regu- 
latory laws usually state proper and ade- 


quate standards but, in the opinion ex- 
pressed in the memorandum, this is not 
enough to make regulation effective. In 
order to make certain that the standards 
applicable actually are applied, rating 
laws contain provisions for administra- 
tive machinery by which the procedure 
for translating standards into rates is 
subject to control. 


The first administrative control estab- 
lished by the rate regulatory laws is the 
requirement that each insurer shall file 
with the supervisory official a complete 
schedule of the classifications of hazards, 
the rates applicable thereto, the cover- 
ages to be given, the unit of exposure 
or premium base applicable, the under- 
writing rules to be followed in classify- 
ing and rating risks in accordance with 
such schedules of classifications and 
rates, and all plans for adjusting classi- 
fication rates to recognize the measurable 
variations in the hazards of the individ- 
ual risks thus classified. The first test 
of the proposed rate is in meeting the 
standards with respect to provision for 
losses. The memorandum holds that the 
supervisor should be in a position to re- 
quire the maintenance of an adequate 
statistical system with respect to losses, 
and should also have supporting infor- 
mation with respect to the expense pro- 
visions included in the rate filed, to- 
gether with any other relevant informa- 
tion bearing upon the method of opera- 
tion of the insurer, and the applicability 
of such information to the proposed 
rates. The right either to approve or 
disapprove rate filings is considered a 
most important phase of administrative 
control, as is the requirement for posi- 
tive action on the part of the supervisor, 
and as is the authority of the supervisor 
to originate investigations—upon his 
own responsibility—as to rates already 
in use to ascertain their conformity to 
the statutory standards. 


OOPERATION in the pooling of 
experience statistics and in the 
making of rates therefrom is made pos- 
sible through the association of insurers 
in rating organizations, the memoran- 
dum points out, and the rating laws pro- 
vide for the recognition of rating or- 
ganizations formed by groups of insur- 
ers. Since a rating organization should 
be a voluntary association and since its 
members determine the principles to be 
followed in its administration, it follows 
that insurers whose general interests are 
at variance with those of the existing 
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membership are not granted the right 
to demand and receive membership in 
any given rating organization regardless 


of the wishes of the existing member- 
ship. There may be such insurers, how- 
ever, who do not wish to become mem- 
bers of any rating organization or who 
cannot qualify as members of a particu- 
lar rating organization, but nevertheless 
wish to avail themselves of the technical 
facilities and rating services of such an 
organization. In fact, some insurers 
might find it difficult to operate in some 
areas without the facilities and services 
of a rating organization. To protect the 
interests of such insurers and to serve 
the public interest by permitting them 
to operate and to compete, the rating 
laws place a mandatory obligation upon 
all rating organizations to furnish rat- 
ing services to non-members under rea- 
sonable rules and regulations—the so- 
called subscribership status. 


If an insurer has voluntarily associated 
itself with a rating organization as a 
member or subscriber, in order to obtain 
the advantages such association can 
bring, and has its interests safeguarded 
within the organization by provisions of 
the rating law, it is reasonable to expect 
that such an insurer should adhere to 
the rates and underwriting rules of that 
rating organization. If an insurer which 
is a member or subscriber of a rating or- 
ganization, and thus has shifted the re- 
sponsibility for rate-making from itself 
to the organization, does not wish to use 
the rates and accompanying rules estab- 
lished and filed by the organization in 
its behalf, it should cease to be a mem- 
ber or subscriber, the memorandum as- 
serts, and should take on the status of 
an independent rate-maker subject di- 
rectly to the provisions of the law gov- 
erning such activity. The one exception 
to this general principle is the deviation 
procedure. 


The rate regulatory laws of states 
which adopted the pattern found in the 
Commissioners-All Industry bill provide 
for deviations by members of subscrib- 
ers of a rating organization from the 
rates filed by such rating organization. 
If the statistical reporting system em- 
ployed is adequate it would appear that 
it would be difficult for the mem- 
ber or subscriber to justify a deviation 
in the rates based solely upon the loss 
portion of the rates. During the transi- 
tion period and until further refinements 
in classifications and reductions in the 
range of hazards therein, the memoran- 
dum concedes, there may be some justi- 
fiable basis for a deviation in the loss 
provision of the rates. The expense pro- 
vision in the rates filed by the rating 
organization may contain more than 
enough for some insurers, however, and 
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a deviation may be supported on the 
basis of the difference in expense pro- 
visions. Deviation by a uniform per- 
centage upward or downward, if justi- 
fied on a factual basis related to the in- 
surer’s expense of doing business on its 
overall operations, would seem permis- 
sible without destroying the rating or- 
ganization’s reason for existence. 


In commenting upon the administra- 
tion and enforcement of rate regulatory 
laws the memorandum calls attention to 
seven of the recommendations upon the 
subjects of state insurance department 
personnel and examination procedures 
which were advanced several years by 
the Temporary National Economic 
Committee, as a result of its investiga- 
tion of certain aspects of the life insur- 
ance business. 


“Perhaps no single concept involved 
in the consideration of rating legislation 
necessary to comply with the require- 
ments of Public Law 15 has been sub- 
ject to greater or more widespread mis- 
understanding than that of ‘uniform- 
ity’,” the memorandum states. “There 
has been a probably inevitable tendency 
on the part of different segments in the 
industry, and perhaps to some extent on 
the part of supervisory officials, to argue 
from a predetermined conception of 
what is involved in the term ‘uniform- 
ity, without agreeing as to the basic 
meaning of the expression. This has re- 
sulted in unnecessary debate and per- 
haps in the incorporation of unnecessary 
and undesirable provisions in some state 
laws . Public Law 15, adopted by 
Congress to permit the states to con- 
tinue to regulate the business of insur- 
ance contemplates that the public will 
be protected against the evils of monop- 
oly by state regulation. It further con- 
templates that such protection will be 
afforded whether monopoly is brought 
about by practices which would normal- 
ly violate the Robinson-Patman Act as 
well as by practices which would nor- 
mally violate the Sherman Act. 


“The paramount objective must at all 
times be the protection of the public. 
The laws themselves must be such as to 
permit sufficient control by the super- 
visory authority over rates, to guard 
against excessive rates on the one hand 
and against inadequate or unfairly dis- 
criminatory rates on the other hand. 
Widespread collection of excessive rates 
certainly will cause Congress to recon- 
sider Public Law 15. Widespread use of 
inadequate or unfairly discriminatory 
rates, producing numerous insurance 
company failures and resulting loss to 
the public, will just as certainly bring 
about the same result. This is true 
whether the fault lies in the laws them- 
selves or in the administration of them. 





eee 


Uniformity’ does not by any means 
necessarily mean that all carriers are to 
charge the same final rate. It may mean 
merely that companies operating, under 
proper regulation, on the same basis, are 
permitted to combine their experience 
in order to determine average losses or 
a common loss factor. It may contem- 
plate that such companies are permitted, 
again under proper regulation, to make 
use of such a common loss factor in fix- 
ing their final rates, which will neces- 
sarily include an expense factor in addi- 
tion to the loss factor. Uniformity may, 
of course, also contemplate a uniform 
expense factor. 


“A law requiring uniformitv as to all 
items, including loss and expen__ factors, 
is the most far-reaching in its effects. 
It may be suggested that such a law is 
necessarily bad and improper on its face. 
But that is not true. There is nothing 
inherently wrong in price uniformity 
itself. Even the United States Supreme 
Court has recognized that in an indus- 
try where standardization of product is 
the accepted custom mere price uni- 
formity is to be expected, and does not 
in and of itself produce restraint of 
trade. The Sugar Institute case is one 
in point. Defendants there were held 
guilty not because their prices were uni- 
form but because they took steps to 
police the price structure, thus depriv- 
ing participants of their freedom. Even 
in those cases where the court has held 
price-fixing to violate the Sherman Act 
per se, the element of restraint lies in 
measures taken to deprive participants 
of their freedom to change prices except 
by common action, and not in the mere 
fact of uniformity. Discriminatory 
prices are improper in and of themselves 
because they are unfair to the one against 
which the discrimination is directed, but 
uniform prices contain no such element 
of unfairness. 


“The casualty insurance business is 
fundamentally one in which standard- 
ization is the rule rather than the ex- 
ception. It would seem, therefore, that 
price uniformity is a normal rather than 
an abnormal feature. The facts bear out 
this conclusion. The Texas automobile 
rating law provides for uniform, state- 
made rates. The United States Supreme 
Court decision in Parker v. Brown per- 
mits a state agricultural authority to 
impose or approve for use uniform 
prices. The workmen’s compensation 
rating laws of a number of states have 
provided for state-made or state-approv- 
ed rates, and have been interpreted to 
require uniform rates, although there 
was a basis for an interpretation per- 
mitting non-uniformity. The laws of a 
few states have included the clause 
‘which rate and classification shall be 
the same for all insurers.’ 
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“A state law may require uniformity 
in all items except the expense factor 
or loading, which may be left to the 
determination of individual companies 
or may be governed by minimum or 
maximum limitations determined by the 
supervisory authority. On the other 
hand the law may merely encourage 
uniformity, in final rates or in pure 
premiums, by requiring the reporting of 
experience on a uniform basis so that 
the combined loss experience of all com- 
panies will be available. Again, the law 
may do even less than encourage uni- 
formity by permitting all companies to 
file experience based on their own meth- 
ods of operation, irrespective of uni- 
formity and irrespective of whether 
such experience may be used as a meas- 
ure of adequacy for rates in general. 


“To the extent to which experience 
reports fail to afford a measure of the 
propriety of the rates of the filing com- 
pany, they lack an essential quality nec- 
essary to an effective determination by 
the supervisory authority of compliance 
with the standards of the Act. Such 
failure also deprives the supervisory 
authority of a part of the materials nec- 
essary to the measurement of rates in 
general by such standards. 


“Uniformity in and of itself, whether 
of loss factor alone, or bf loss and ex- 
pense elements is not an end in itself. 
Its desirability is to te measured by the 
extent to which it is necessary for the 
supervisory authority to have available 
accurate data for the measurement of 
rates against the standards of the Act. 
If it is impossible, on the basis of filed 
data, to determine whether rates comply 
with the standards, regulation must nec- 
essarily fail of its purpose. A sufficient 
degree of uniformity to permit an accur- 
ate judgment to be formed would seem 
to be essential. The degree of accuracy 
in such judgment or measurement is 
directly dependent upon the extent to 
which the supervisory authority has 
available data which can be reduced to 
a common denominator and used for 
that purpose. 


“The insurance business is unlike 
other businesses. A given risk has cer- 
tain hazards irrespective of what com- 
pany writes the insurance. Those haz- 
ards do not change depending upon the 
company or type of company or method 
of operation of the company which 
writes the insurance on the risk. In the 
casualty insurance business the use of 
the same or similar rates is almost es- 
sential because rates must be based either 
on experience or on the physical char- 
acter of the risks. It is evident that if 
a larger volume of experience is used in 
making rates, the average rates thus de- 
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veloped will be more accurate. In fair- 
ness to the public and to the companies 
experience should be as complete and as 
accurate as it is possible to make it, in 
order to avoid rates which are excessive 
or inadequate. The same is true where 
rates are based on the physical character- 
istics of risks. The construction of a 
building and the availability of fire pro- 
tection do not change whether one com- 
pany or another writes the insurance on 
that building. The extent to which rates 
vary from the normal would seem to re- 
quire additional precautions to deter- 
mine compliance with the standards 
rather than reason for less careful super- 
vision. A rate regulatory law properly 
drawn to accomplish its fundamental 
purpose must at least permit, and should 
encourage, a sufficient degree of uni- 
formity—at least as to the loss factor— 
to afford a basis for the intelligent de- 
termination by the supervisory author- 
ity of compliance with the requirements 
of the law. 


“The All Industry-Commissioners bill 
is necessarily a compromise between con- 
flicting viewpoints. The purpose section 
itself states unqualifiedly that nothing 
in the Act is intended to prohibit uni- 
formity in insurance rates. The same 
section further states that nothing is in- 
tended to encourage ‘except to the ex- 
tent necessary to accomplish the afore- 
mentioned purposes’ such uniformity. 
One of the ‘aforementioned purposes’ is 
to regulate insurance rates ‘to the end 
that they shall not be excessive, inade- 
quate, or unfairly discriminatory.’ The 
Act itself, therefore, by its statement 
of purpose, is designed to encourage a 
degree of uniformity in loss provisions 
as a means of determining compliance 
with the standards in general. 


“Section 3 deals with the making of 
rates. Subsection (a) 2 contains a spe- 
cific provision permitting variance 
among companies in systems of expense 
provisions. This clause is designed to 
authorize companies to vary final rates 
in accordance with their methods of 
operation, and is a clear indication that 
the bill does not contemplate uniformity 
as to final rates because the expense 
factor is a necessary element of the rates. 
No similar statement appears in the sec- 
tion, or in the bill, as to the loss factor, 
hence the Act is persuasive of uniform- 
ity at least as to the loss factor. And 
there is nothing in the language of sub- 
section (b) of section 3 which runs 
counter to this conclusion, since that 
subsection expressly permits uniformity 
to the extent necessary to meet the 
standards prescribed in the Act. 


“Would a great variety of final rates 
be desirable from the standpoint of the 


public? This would have the lowest cost 
insurer charging a low rate, the highest 
cost insurer charging a much higher 
rate, and all other insurers ranging be- 
tween. It must also be borne in mind 
that ‘cost’ and ‘efficiency’ are not syn- 
onymous, though they may occur simul- 
taneously. A low cost insurer is not 
necessarily efficient and a high cost in- 
surer necessarily inefficient, in the light 
of all the factors affecting each. Clear- 
ly every insurer should always strive to 
increase the efficiency of its operations. 
Economic pressure (competition for 
business and stockholder or policyholder 
demands for good results, as well as the 
human desire to excel) would tend to 
brir g the high limit down. But if such 
pressure is too strong, there may be a 
tendency to seek savings in overly close 
loss adjustments and other practices 
which are not beneficial to the public 
or the insurer. 


“Further, the insurers with the low- 
est rates would have such a competitive 
advantage that the highest cost insurers 
would have to change their entire 
method of operation or suffer gradual 
starvation. The lowest cost insurers 
would be faced with rising costs in ab- 
sorbing the additional business, thereby 
reinstating opportunities for higher cost 
insurers, or the market for insurance 
buyers would be severely restricted. A 
system of substantial rate uniformity af- 
fords equal opportunity for all insurers, 
provides a more adequate market, and 
avoids violent economic changes in the 
way of retirement and organization of 
insurers. 


“A substantial degree of uniformity, 
at least as to the loss portion of the rate, 
is in the public interest in the casualty 
insurance business. It is not important 
to the public generally whether an in- 
dividual maker of hairbrushes is success- 
ful or not. Its insolvency may affect 
stockholders and employees but does not 
affect the public adversely. But in the 
casualty insurance -business the failure 
of an individual insurer directly affects 
all members of the public who may rely 
on the solvency of the insurer as a guar- 
anty of the payment of claims. In this 
respect the business of insurance is vest- 
ed with more than the ordinary degree 
of public interest. There is a vitally im- 
portant duty on the part of the super- 
visory authority to see to it that the 
rates charged by each individual carrier 
comply with the standards set up in the 
law to measure adequacy. The broadest 
possible experience base should be used, 
and it can only be used if the experience 
data filed by the carrier is susceptible of 
intelligent application to rates gener- 
ally. This is the fundamental reason for 
encouraging uniformity.” 
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HOUSE COMMITTEE CONCLUDES 
FARM COOPERATIVE HEARINGS 


‘OR several years past a Chicago or- 


“National 
Tax Equality Association,” which pur- 
ports to represent large numbers of small 
business corporations throughout the 
United States, has been carrying on an 
extensive publicity campaign against 
what it terms the “favored” Federal in- 
come tax treatment accorded certain 
types of enterprises. Its sniping has 
been directed principally at farmer co- 
operative groups; these are organizations 
in which farmers join to market their 
products cooperatively, or to purchase 
cooperatively farm supplies and mer- 
chandise. 


ganization known as the 


The contention of the National Tax 
Equality Association is that such organ- 
izations evade the payment of Federal 
income taxes upon the difference be- 
tween their income and their outgo by 
several methods, that this difference 
should be considered “‘profit,” and that 
the cooperative organizations as organ- 
izations should be required to pay Fed- 
eral income tax upon this “profit” upon 
the same basis as profit corporations. The 
theory underlying the complaint is that 
this claimed tax advantage gives coop- 
erative organizations an unfair competi- 
tive advantage as against profit corpor- 
ations, and that if it persists the eco- 
nomic position of profit corporations 
will deteriorate steadily. 


Certain farm cooperative organiza- 
tions which comply with strict regula- 
tions as to membership and operating 
methods are wholly exempt from Fed- 
eral income tax under Section 101 (12) 
of the Internal Revenue Code, and it 
is contended that this exemption should 
be wiped out despite the fact that many 
cooperatives of this type are very small 
units whose operations would yield a 
minute Federal income tax return in any 
case. The principal target seems to be, 
however, the cooperative organizations 
which are not exempt under the Internal 
Revenue Code, but whose Federal in- 
come tax payments are nominal for the 
reason that they return virtually all of 
the excess funds in their possession to 
their members periodically in the form 
of “patronage dividends.” These patron- 


age dividends have been held to repre- - 


sent overcharges to the members of pur- 
chasing cooperatives, or underpayments 
to the members of marketing coopera- 
tives—in the nature of refunds or re- 
bates—and thus not “income” to the 
cooperative organization. Tax upon 
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them is collected from the individual 
member to whom they are refunded, 
and not from the cooperative organiza- 
tion. 


During the month of November, 
1947, a rather more impressive sound- 
ing-board was provided for this con- 
troversy than has existed in the past, 
when the Committee on Ways and 
Means of the United States House of 
Representatives held several weeks of 
hearings in an effort to determine the 
facts in the matter. Numerous wit- 
nesses were heard, including representa- 
tives of the United States Treasury De- 
partment, members of Congress, officers 
and supporters of the National Tax 
Equality Association, and spokesmen 
for farmers and cooperative organiza- 
tions. With dozens of statements and 
many pages of testimony in the record, 
the House Ways and Means Committee 
now faces the task of determining 
whether the situation outlined is such 
as to prompt its recommending suitable 
changes in the Federal income tax laws. 


The picture presented for the Com- 
mittee’s consideration seems best de- 
scribed in portions of the statements of 
several of the witnesses who ranged over 
the entire area of the controversy, or 
who were in position to express a com- 
prehensive point of view rather than the 
details of some specific situation. 

Under Secretary of the Treasury 
Archibald L. M. Wiggins appeared for 
the Treasury Department, with United 
States Commissioner of Internal Reve- 
nue George J. Schoeneman also testify- 
ing. ' 


Congressman Walter C. Ploeser, Mis- 
souri Republican who now heads the 
Committee on Small Business of the 
United States House of Representatives, 
was heard, as was that Committee’s 
former chairman, Democratic Congress- 
man Wright Patman of Texas. 


Ben C. McCabe, Minneapolis, Minne- 
sota, and Garner M. Lester, Jackson, 
Mississippi, president and vice-president 
respectively of the National Tax Equal- 
ity Association, presented that organi- 
zation’s general claims. 


Among the principal spokesmen for 
the cooperative point of view were: 
Eugene L. Hensel, Columbus, Ohio, 
counsel for the National Association of 
Cooperatives; Jerry Voorhis, Chicago, 
executive secretary of the Cooperative 


League of the United States; and Karl 
D. Loos, Washington attorney who 
spoke as representative of the National 
Council of Farmer Cooperatives, the 
National Association of Cooperatives, 
the National Cooperative Milk Produc- 
ers Federation, and the National Feder- 
ation of Grain Cooperatives. 


The facts as to the present Federal 
income tax treatment of cooperative 
organizations were presented by Com- 
missioner of Internal Revenue George 
J. Schoeneman. He discussed first the 
tax treatment of patronage dividends 
with respect to taxable cooperatives, 
stating by way of definition that patron- 
age dividends (or refunds) represent 
payments to patrons on the basis of 
transactions with them and distributed 
on the basis of the volume of business 
done with each. 


He said that such dividends in the 
hands of the patron represent an in- 
crease in sales or reduction in cost. 
Where this occurs in connection with 
the patron’s business, the patronage 
dividend is in effect taxable to the pa- 
tron since it increases the spread be- 
tween sales and cost of such sales. This 
spread represents, of course, gross profit 
includible in taxable gross income. 
Where such dividends represent a deduc- 
tion in cost to the patron for items not 
used in business the effect is a reduction 
in personal expenses and, therefore, is 
without effect from a tax standpoint. 
Dividends paid to patrons in excess of 
the amounts applicable to their own 
transactions, or payments made out of 
earnings from other sources, are to the 
extent of such excess, or the amount 
applicable to other sources, treated as 
ordinary dividends to the patron and 
are, therefore, taxable as such. 


In the case of taxable cooperatives, 
both farm cooperatives and other asso- 
ciations, he pointed out, patronage di- 
vidends paid by them may be either ex- 
cluded from the gross income of the 
association, or deducted from gross in- 
come in arriving at net taxable income, 
if not excluded therefrom—if the by- 
laws of the association provide for the 
payment of patronage dividends and the 
liability for the payment has been estab- 
lished prior to the date on which the 
transactions giving rise to the dividends 
occurred. Under these circumstances no 
tax will be paid by the cooperative 
on such amounts. When the by-laws 
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do not provide for the payment of divi- 
dends and such dividends have not been 
authorized by the board of directors, 
the dividends are not deductible in com- 
puting income of the cooperative, and 
are therefore included in their net in- 
come subject to tax. 


In discussing tax-exempt farm coop- 
eratives the Commissioner referred to 
the study titled “The Taxation of Farm- 
ers Cooperative Associations,” which 
was prepared by the United States Treas- 
ury’s Division of Tax Research as one 
of a series in connection with its work 
on postwar tax revision, and which was 
the basis for the testimony of Under 
Secretary of the Treasury Archibald L. 
M. Wiggins. “Eligibility for income 
tax exemption has always been limited 
to associations under obligation to re- 
turn all net proceeds to patrons without 
discrimination between members and 
non-members,” Commissioner Schoene- 
man said. “In the case of exempt mar- 
keting cooperatives all of the business 
must arise from producers, and in the 
case of exempt purchasing associations 
not more than 15% of the total busi- 
ness may be done for those who are 
neither producers nor members. Exempt 
cooperatives must also limit their divi- 
dends on capital stock. They are not 
prevented from engaging in manufac- 
turing or processing where such activi- 
ties are necessary to the efficient dis- 
charge of their basic functions.” 


Commissioner Schoeneman outlined 
the administrative problems involved in 
handling the exemption provisions of the 
Internal Revenue Code, described how 
tax exempt status is determined and 
what check is made to see that tax 
exempt status is continued. He con- 
tended that the requiring of informa- 
tional income tax returns from organ- 
izations not now required to file would 
place a heavy burden upon his organiza- 
tion. 


“Our personnel situation is such,” he 
said, “that we are not able to examine 
thousands of known revenue-producing 
cases, which cases are backing up in our 
files with little prospect that we shall be 
able to reach all of them in time for 
action before being barred by the stat- 
ute of limitations. Any diversion of 
personnel to the task of processing tax 
exempt information returns will fur- 
ther reduce our enforcement activities. 
Should the Congress desire to obtain 
more detailed information with respect 
to the scope and nature of the groups 
not now required to file Form 990, it 
would be necessary to broaden the filing 
requirements. However, from a purely 
administrative standpoint such an ex- 
tension would appear to be unwise un- 
less the Bureau’s administrative and en- 
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forcement personnel are sufficiently in- 
creased to make possible the handling of 
the present heavy load, and in addition 
the proper processing of the additional 
classes of Form 990 returns.” 


HE outline of the Federal income 

tax position of farmers cooperative 
associations given by Under Secretary 
of the Treasury Wiggins was confined 
largely to the exempt type. of coopera- 
tive, and was based upon the study ‘““The 
Taxation of Farmers’ Cooperative Asso- 
ciations” prepared by the Treasury’s 
Division of Tax Research. 


“I should state at the outset that I 
am not prepared to make specific sug- 
gestions for the revision of the tax treat- 
ment of farm marketing and purchasing 
cooperatives pending completion of our 
study of other tax-exempt organiza- 
tions,” he stated. “But, more import- 
ant, I do not feel that it is wise to reach 
firm conclusions with respect to this 
part of the postwar tax structure be- 
fore we have had an opportunity to re- 
view the entire tax system. As this 
Committee knows, the Treasury Depart- 
ment is currently engaged in a compre- 
hensive review of the Federal tax sys- 
tem. When this study and review is 
completed we hope to have the oppor- 
tunity to submit our full recommenda- 
tions to this Committee. It is important 
that the tax treatment of the business 
income of tax-exempt organizations be 
articulated with the general treatment 
of the business income of both incor- 
porated and unincorporated businesses. 
Since we have not yet formulated our 
views respecting business income which 
is now taxable, it would be premature 
to recommend a tax treatment for busi- 
ness income which is now exempt under 
the various subsections of Section 101 
relating to tax-exempt organizations.” 


In connection with his statement the 
Under Secretary submitted a status re- 
port as of November 4, 1947, on the 
Treasury Department’s tax studies. It 
showed nine as having been completed: 
family incomes; the corporate postwar 
tax structure; excise taxes on communi- 
cations; Federal retail excise taxes; 
small business; business loss offsets; 
farm cooperatives; estate and gift tax 
integration; and Federal-state coordina- 
tion. The following six studies are in 
final stages of revision and are expected 
to be ready for release soon: level and 
structure of individual income tax ex- 
emptions; pensions and annuities; in- 
tercorporate problems; earned income 
credit; excise taxes on transportation of 
property and persons; and extension of 
Social Security coverage. The follow- 


ing eight studies are in various stages 
of revision and are expected to be com- 
pleted within the next three months: 
capital gains and losses; depreciation; 
excise taxes on tobacco; liquor taxes; 
excise taxes on household appliances; 
excise taxes On amusements; excise taxes 
on radios, phonographs, phonograph 
records, and musical instruments; and 
allowance for life insurance premiums 
and other forms of savings. Eight addi- 
tional studies are in less advanced stages 
of development, and are expected to be 
completed during the second half of this 
fiscal year. They are: exempt corpora- 
tions other than farm cooperative asso- 
ciations; averaging; four studies on ex- 
cise taxes; excise tax discrimination be- 
tween imported and domestic goods; 
and American corporations doing busi- 
ness abroad. 


“Under present law farm cooperative 
associations are authorized to exclude 
patronage dividends from gross income,” 
he said. ‘This, however, is not the ex- 
clusive privilege of cooperative associa- 
tions. The privilege is available to any 
corporation which makes payments to 
its customers under the conditions pre- 
scribed by the Commissioner of Internal 
Revenue and the courts. It should be 
noted, however, that in the case of co- 
operatives, unlike the case of the typical 
ordinary corporation, patrons receiving 
rebates are also the owners of the busi- 
ness.” 


The Under Secretary listed the sug- 
gestions which have been made for re« 
vising the present tax treatment of farm 
cooperatives. They are: repeal of the 
present exemption; terminating the ex- 
clusion of patronage dividends; taxing 
non-cash patronage dividends; treating 
farm cooperatives like partnerships; and 
imposing special taxes in lieu of income 
tax. Without recommendation he set 
out briefly the arguments for and against 
each expedient. 


In presenting the arguments of the 
National Tax Equality Association 
against the coopefative organizations 
Garner M. Lester, Jackson, Mississippi, 
vice-president of the group, confined 
himself almost entirely to comment 
upon a color-printed book which that 
organization has prepared. Its thesis 
was expressed as: the Treasury is losing 
hundreds of millions of dollars of need- 
ed revenue each year through income 
tax loopholes favoring certain kinds of 
business organizations; taxpaying busi- 
nesses—especially smaller enterprises— 
are slowly but surely being strangled 
by this unfair competitive situation; 
national totalitarianism will inevitably 
result if the American system of private 
enterprise for profit is supplanted by a 
subsidized system. 
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The remainder of the book is an at- 
tack upon cooperatives along the lines 
which the National Tax Equality Asso- 
ciation has employed in the past. An 
effort is made to show that the dollar 
amount of business done by cooperatives 
is much greater than Government sta- 
tistics indicate, that they have statutory 
and administrative advantages over 
profit corporations, and that their tax 
position is an important factor in per- 
mitting quick growth. Much is made 
of the ability of cooperative organiza- 
tions to pay taxes. 


The National Tax Equality Associa- 
tion contends in the book that, in its 
true character, a patronage dividend is 
a share of over-all profits and is taxable 
as profits. It asserts that earnings or 
profits belong to the first person (cor- 
poration or individual) who makes the 
profits, and that no contract can alter 
the tax liability that attaches to first 
ownership. It holds that income tax lia- 
bility is created when “profits” are made 
and not when they are distributed and 
that, so long as Federal law imposes 
double tax on corporate earnings, co- 
operative corporations and their patrons 
should be taxed twice like other corpora- 
tions and their stockholders. 


The principal complaint voiced is 
that patronage dividends are being used 
to capitalize cooperative organizations, 
that instead of being returned to mem- 
bers in cash they are retained in the co- 
operative corporation through various 
devices. Complaint also is made con- 
cerning the taking over of some private- 
ly-owned businesses by cooperatives. 
The contention that numerous business 
organizations are shifting from private- 
ownership operation to the cooperative 
type of organization, because their own- 
ers no longer can meet cooperative com- 
petition, is repeated, but there is a scarc- 
ity of examples in which this has oc- 
curred. An effort also is made to show 
that in some fields cooperatives are tend- 
ing to become monopolies. 


In conclusion. the book states the Na- 
tional Tax Equality Association’s pro- 
gram for Federal income tax changes. 
It seeks: (1) Section 101 (12) of the 
Internal Revenue Code should be re- 
pealed to end the present legal tax ex- 
emption of certain farm cooperatives; 
(2) Corporate income subject to the 
Federal income tax should be specifical- 
ly defined in the Internal Revenue Code 
to include patronage dividends in any 
form. The Association asserts it opposes 
the proposal that patronage dividends 
paid in cash shall continue to be ex- 
cluded front taxable income; it holds 
that under such a method cooperative 
management would be enabled and en- 
couraged to manipulate the excluded 


12—DECEMBER, 1947 


cash distribution so that much of the 
money would immediately flow back 
into the cooperative corporation as in- 
vestment in stock. The proposal that 
large cooperatives be subjected to in- 
come tax, but that all local cooperatives 
be permitted to continue untaxed, also 
is characterized as objectionable to the 
National Tax Equality Association. It 
points out that the small local coopera- 
tive constitutes the competition of the 
small local merchants. 


The book’s one new line of attack is 
its emphasis upon the recent interest of 
labor unions in consumer cooperatives, 
for the distribution of consumer goods 
to their members at low cost. It argues 
that labor union consumer cooperatives 
are opposed to the interest of farmer 
cooperatives, in that they seek to de- 
crease the cost to urban consumers of 
the farmer’s products, and the warning 
is given that eventually labor consumer 
cooperatives may come to dominate the 
cooperative system to the farmers’ dis- 
advantage. Presumably the objective of 
this line of attack is to drive a wedge 
between rural and urban cooperative 
organizations. 


In summarizing the National Tax 
Equality Association arguments the or- 
ganization’s president—Ben C. McCabe, 
Minneapolis, Minnesota, grain operator 
—stated that it has 8,000 members 
throughout the United States, with vot- 
ing members paying $50 or more per 
year. “For obvious reasons,” he said, 
“we would prefer not to make public 
our financial statement, though it would 
be made available to any member of this 
Committee who wishes to see it... Many 
of our members have at various times 
been publicly and privately threatened 
with boycott and reprisal by the coop- 
eratives for their support of the Nation- 
al Tax Equality Association. One or 
two of our earlier directors were forced 
to decline reelection because they were 
threatened with business liquidation if 
they persisted in their activities in behalf 
of tax equality. Threats of this kind 
mean comparatively little to me; I have 
grown hardened to them over four years’ 
time, but a little hardware dealer or a 
little feed and fertilizer store owner in 
a small town can hardly be expected to 
maintain courage to fight so big a battle 
against too heavy odds. For these reasons 
we hope that the Committee will not 
ask us to make public the names of our 
contributors.” 


“As a business league within the 
meaning of the statute, the National 
Tax Equality Association itself is tax 
exempt under paragraph 7 of Section 
101. Of course we engage in no com- 
mercial activities of any sort, but I may 
assure you gentlemen that if at any time 





we should go into the competitive mar- 
ket place and do business for profit, we 
should immediately report such profits 
and pay full Federal income taxes there- 
on. 


Eugene L. Hensel, Columbus, Ohio, 
attorney who spoke as counsel for the 
National Association of Cooperatives, 
confined himself largely to the legal as- 
pects of the subject. He said that there 
are basically four types of cooperatives 
in the United States: farmers’ marketing 
cooperatives; farmers’ purchasing coop- 
eratives; wholesale industrial or business 
cooperatives; and urban consumers’ co- 
operatives. 


“Farmers’ marketing cooperatives are 
organized for the purpose of collectively 
marketing the farm products produced 
by individual farmers,” he explained. 
“The voting control of such coopera- 
tives rests exclusively in the farmer 
producers. Farmers’ purchasing cooper- 
atives are organized and operated to pur- 
chase and distribute farm supplies to 
farmers. The voting control of such 
cooperatives likewise rests exclusively in 
the farmer producers. Sometimes these 
purchasing cooperatives, in lieu of pur- 
chasing and distributing completely 
manufactured articles to the farmers, 
elect to purchase the raw materials and 
to fabricate or manufacture the neces- 
sary supplies for use by farmers. 


“Wholesale industrial or business co- 
operatives are organized and operated to 
furnish wholesale distributing, manufac- 
turing, or other services to their mem- 
bers. The most common organizations 
of this type are the wholesales owned 
by retail hardware dealers, retail grocers, 
retail druggists, retail department stores, 
etc. There are many other types of in- 
dustrial cooperatives other than those 
enumerated. One of the oldest, and 
most successful, of this type of service 
cooperative is the Associated Press. Gen- 
erally the voting control or stock own- 
ership of such a cooperative is vested in 
the retail dealers or retail service agen- 
cies who purchase their supplies or ob- 
tain their services at wholesale, for re- 
sale or use, through the dealer-owned 
wholesale cooperatives. 


“Urban cooperatives are organized 
and operated generally in the cities, and 
their function is to furnish consumer 
goods for their members or patrons at 
the lowest obtainable cost. 


“The three types of cooperatives first 
named fall in the same bracket with 
reference to their aims, functions and 
objectives. They form an integral part 
of the industrial and commercial mech- 
anism, and are riot in and of themselves 
a final objective. They perform a part 
in the production, manufacture, fabri- 
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cation, and distribution of goods, wares 
and commodities. After their functions 
have been performed other functions 
are still necessary by other agencies to 
get the goods, wares, and merchandise 
in the hands of the ultimate consumer. 
On the other hand, urban consumers co- 
operatives are, in and of themselves, a 
complete and final operation. When 
their function has been completed the 
goods, wares or merchandise are in the 
hands of the final consumer.” 


¢¢ HERE is an area,” he concluded, 
“where the strictly legal aspects 
and the economic aspects of the situa- 
tion are blended. . . . Integration of 
business is recognized as being governed 
by legal as well as economic concepts. 
Since the acceptance of the corporate 
method of doing business in this nation, 
the process of corporate integration has 
steadily progressed. Prior to the advent 
of farmers’ cooperatives, industry gen- 
erally was so integrating its business 
activities as to reduce costs and increase 
profits of the owners of the businesses. 
Under a single roof huge industries 
conduct many and varied operations in 
the course of manufacturing the finished 
product which is to be ultimately placed 
upon the market. A single corporation, 
through the ownership or control of 
subsidiaries and affiliates, often owns 
the source of supply of raw materials, 
auxiliary processing supplies, transpor- 
tation facilities, and other agencies 
which are essential to placing of the 
finished product on the market. Fre- 
quently the integration of industrial 
activity has been denominated as ‘de- 
partmentalization.’ However, all de- 
partments are controlled by one head. 


“In view of these facts is it not nat- 
ural that the individual farmer should 
turn to the integration device, created 
by industry, in his struggle for exist- 
ence? The orthodox integration meth- 
ods employed by big business were not 
adaptable to the farmer’s business; but 
the cooperative was, and it has suited 
the purpose ideally. By enhancing the 
price of farm products and reducing 
the cost of farm supplies, the cooperative 
has increased the profit of the individual 
farmer, and improved his standard of 
living. It should always be kept in mind 
that the farm is both the farmer’s work- 
shop and his home. [s it equitable that 
business and industry may integrate op- 
erations under the sanction of law, but 
that the farmer may not do so? 
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“True, the integration procedures are 
not the same in both cases. In integrated 
industry the ownership is from the top 
down. In integrated agriculture the 
ownership is from the bottom up. This 
is a substantial difference so far as the 
national economy is concerned. In in- 
tegrated industry a handful of individ- 
uals, acting through the parent corpora- 
tion, may control the entire operation 
of the business at the top level. In in- 
tegrated agriculture hundreds if not 
thousands of farmers control the oper- 
ations of the cooperative at the bottom 
level. This fundamental difference is 
one which opponents of cooperatives 
fail or refuse to recognize. 


“However, in the case of any inte- 
gration of business—be it industrial or 
agricultural—profits are automatically 
fixed at the point where they are earn- 
ed, be that point at the top or bottom 
level. Under the accepted American 
concept of taxation, recognized by Con- 
gress and the courts, equity demands 
that income taxes be levied at the point 
where income is realized. In fixing the 
point where income is realized in the 
field of agriculture, the cooperative plays 
an important part. As has been so aptly 
stated by one Federal court, the farm- 
ers’ cooperative is ‘merely a conduit’ 
through which the profits arising out 
of the operations, for and on behalf of 
the individual farmers, are carried back 
to the farmers, for and by whom the 
profits are earned and to whom they 
belong. Thus the point of realization 
of income is fixed in the individual 
farmer. This is true and can be demon- 
strated whether the cooperative be local 
or regional in character. 


“Here then is one place or area where 
the rules of law and the rules of eco- 
nomics blend in perfect harmony. In 
the final analysis law is nothing more 
or less than a recognition of the rule of 
reason. It is a recognition that certain 
causes have certain traditional results. 
Economics, governing the relationships 
of people, formulates the accepted rules 
of conduct to which the law applies the 
rule of reason. Hence no sound conclu- 
sion as to the tax position of coopera- 
tives may be reached without giving full 
consideration to both the law and the 
economics of the case. In the enactment 
of tax legislation insofar as it affects 
agriculture the Congress should give 
full weight to the constitutional legal 
rules as well as the equitable economic 
rules. Should the Congress fail to do 
so it is assured that the farmers will 
seek redress in the courts, including if 
necessary the Supreme Court of the 
United States.” 


Representative Walter C. Ploeser told 
the Ways and Means Committee that 


the House Committee on Small Busi- 
ness, of which he is chairman, has not 
completed the hearings it has been con- 
ducting on the subject of cooperatives, 
but that he wished to offer some recom- 
mendations as an individual member of 
Congress. They were: (1) For tax pur- 
poses all deductible reserves in corpora- 
tions should be clearly defined and the 
definition made applicable to all cor- 
porations alike with regard to the com- 
putation of their net taxable income 
under the Federal tax on corporate in- 
come; (2) For tax purposes all cor- 
porate income should be treated equit- 
ably at whatever rate is determined by 
Congress for all alike, and all corpora- 
tions should be permitted to deduct from 
gross income dividends paid in cash on 
stock and all patronage refunds paid in 
cash as a result of contractual obliga- 
tions, provided Section 101(12) of the 
Internal Revenue Code is repealed; (3) 
All stock dividends and patronage re- 
funds paid by evidence of ownership or 
debt but not in cash should be treated 
alike for the purposes of taxation; only 
when a corporation gives a clear option 
to the beneficiary of such stock divi- 
dend or refund either to redeem within 
a specified reasonable time for cash or 
to make a capital contribution to the 
corporation should such amounts as are 
thus contributed to the corporation be 
tax exempt at corporate level; (4) All 
of the above presupposes a continuation 
of the Federal tax on corporate income; 
(5) The Committee should consider in 
its tax révision an exemption on the first 
$25,000 earned net income for all cor- 
porations, 


Representative Wright Patman, for- 
mer chairman of the House Committee 
on Small Business under whose leader- 
ship an extensive investigation of the 
cooperative situation was conducted 
several years ago, was extremely critical 
of the. campaign being waged against 
cooperatives when he appeared before 
the Ways and Means Committee. He 
pointed out that his committee had filed 
a report with Congress on April 9, 1946, 
titled “The Competition of Cooperatives 
with Other Forms of Business Enter- 
prise,” that it was agreed to by all nine 
members of the committee including 
Representative Ploeser, and that it has 
not been repudiated. He said that be- 
fore filing the report had been submitted 
to officials of cooperative organizations, 
and to the representatives of the Na- 
tional Tax Equality Association, and 
that no logical or reasonable arguments 
could be made against any statement 
contained in it. The report’s conclusions 
and recommendations were, on the 
whole, favorable to the cooperative point 
of view, and Representative Patman as- 
serted that the committee’s report 


should stand. 
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HE inland marine underwriter pop- 

ularly is supposed to be a remnant 
of that hardy race of insurance men 
that could gaze intently at the ceiling 
for a few minutes and then, by some 
mysterious mental process, calculate a 
proper rate upon any type of insurance 


risk. The early days of rate-making 
in any field of insurance are times of 
experiment, and a considerable amount 
of judgment must be used until loss 
experience is accumulated. Inland ma- 
rine was one of the later forms of in- 
surance to be developed, and was sub- 
ject to judgment rating during a period 
when rates for fire insurance and casu- 
alty insurance lines had become more 
or less standardized. 


During the past ten years, however, 
rating systems for most inland marine 
insurance lines have been developed to 
the point where they compare favor- 
ably with the methods used for rate- 
making in connection with any other 
type of insurance coverage. Statistics 
upon loss experience are collected in 
greater detail than in fire insurance, 
and the rates for the personal property 
floater—as well as for other lines of 
personal insurance—are more closely re- 
lated to the actual loss experience than 
in the cases of many other lines written 
by fire insurance carriers. 


The personal property floater now 
produces the largest premium volume of 
any inland marine insurance line, and 
the rates charged for it serve to illus- 
trate the method used by underwriters 
and rating bureaus in arriving at proper 
charges for inland marine insurance 
policies. 


Much of the value covered by a per- 
sonal property floater policy remains at 
a fixed location throughout a great deal 
of the year. It is subject to the same 
hazards as any other property at that 
location. ‘Therefore'a charge must be 
included to cover what is known as 
“fire and extended coverage” hazards. 


A second major hazard is that of 
burglary and theft. When the personal 
property floater first was written, the 
underwriters examined carefully the ex- 
perience of burglary insurance compan- 
ies, and added a charge which seemed 
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RATE-MAKING PROCEDURE IN | 
INLAND MARINE INSURANCE / 


By William H. Rodda : 


adequate to cover the expected losses. 
This charge varied as between different 
sections of the country, and the differ- 
ences account for most of the rate vari- 
ations found in the personal property 
floater insurance policy between the 
large cities and other portions of states. 


The next step in rate computation 
was to add a factor for the many mis- 
cellaneous hazards which the personal 
property floater policy was designed to 
cover. This obviously had to be a 
judgment calculation, because no one 
ever had written such an insurance 
policy before. The underwriters gave 
consideration to what limited experi- 
ence existed on portions of the risk, and 
made a schedule of rates. 


There now has been about fifteen 
years of loss experience on the personal 
property floater insurance policy, and 
this has shown that there was a serious 
miscalculation in only one portion of 
the rate schedule. That was on the 
number of mysterious disappearance 
claims. Insurance companies have been 
flooded with claims for lost fountain 
pens, mislaid wrist watches, and for 
almost every type of men’s and women’s 
clothing. 


Fortunately inland marine insurancé 
underwriters have kept classified loss 
experience for many years. These fig- 
ures have proved beyond any possibility 
of doubt that a rate increase is justified 
for the broad coverage under an “all 
risks” floater form. Had the rating 
system for the personal property floater 
policy been unscientific, or without a 
statistical basis, it would have been im- 
possible (1) to determine what had 
made the experience “go sour”, and (2) 
to prove that a rate increase was neces- 
sary to permit the insurance companies 
to continue writing the form. 


Insurance on jewelry and fur coats 
appears offhand to have a close simi- 
larity to coverage on other types of 
personal property, and the principal 
hazards would seem to be those at the 
residence location. Loss experience has 
proved otherwise—the greatest chance 
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of loss is away from the residence while 
the fur coat or jewelry is being worn. 
It is entirely feasible to use a uniform 
rate nationwide on these articles when 
they are listed specifically in the in- 
surance policy, and are insured for their 
full value. The habits of women do not 
seem to differ a great deal in one part 
of the country or another, and the haz- 
ards are relatively uniform. 


About 60% of all inland marine in- 
surance premiums come from classes of 
risks upon which the rates are deter- 
mined by scientific methods, or where 
there is adequate statistical basis for 
the flat rates which are used. The re- 
mainder of the business is rated by the 
individual insurance company under- 
writer. Sometimes the rates quoted by 
different insurance companies upon the 
same risk will be far apart, but this 
does not indicate necessarily that the 
rating methods of either insurance com- 
pany are unscientific. A more likely 
reason for the variation in rates is that 
the basic information in the hands of 
the insurance companies differs. 


Inland marine insurance rates— 
whether calculated by a rating bureau 
on a large class, or calculated by the 
individual underwriter on a new type 
of risk—are computed according to the 
same basic system. All the known haz- 
ards are listed, and the established rates 
for them are put down. Then the un- 
known or new hazards are considered, 
and a factor is added which in the judg- 
ment of the underwriter should be ade- 
quate to cover them. 


The unknown quantity varies from 
one type of risk to another, and this 
determines how much the rates of one 
underwriter vary from those of another 
underwriter. As the insurance com- 
panies gain actual loss experience, the 
factor of judgment in rating tends to 
become of less and less importance. The 
accuracy and detail of the classified 
loss experience on inland marine insur- 
ance risks is comparable with that avail- 
able in any part of the fire insurance 
business. The myth that inland marine 
underwriters “pick their rates out of 
the air” will disappear rapidly as the 
firm basis for their rates becomes evi- 
dent. 
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‘The third annual meeting of the National Association of In- 
dependent Insurers—held November 20-21 at Chicago’s Drake 
Hotel—proved both well attended and of high interest. The 
association was set up to deal with common aspect‘: of problems 
of a number of insurance carriers which had not in the past 
been members of the various organizations in the insurance field, 
and attracted to membership primarily those companies writing 
principally automobile insurance. 


Philip N. Snodgrass, secretary of the General Casualty Com- 
pany of Wisconsin, Madison, Wisconsin, was elected president 
of the association, succeeding Adlai H. Rust, executive vice- 
president State Farm Mutual Automobile Insurance Company, 
Bloomington, Illinois. 


Vice-presidents chosen were: John H. Carton, president Wol- 
verine Insurance Company, Lansing, Michigan; A. R. Nelson, 
president Hawkeye Casualty Company, Des Moines, Iowa; and 
Walter L. Hays, president American Fire and Casualty Company, 
Orlando, Florida. Robert E. Goode, secretary Allied Mutual 
Casualty Company, Des Moines, Iowa, was named secretary. 
J. E. Faust, assistant secretary State Automobile Insurance As- 
sociation, Indianapolis, Indiana, was elected treasurer. 


The meeting opened with an address of welcome by Nellis P. 
Parkinson, Illinois Director of Insurance, which was followed 























by the presidential address of Adlai H. Rust; extensive excerpts 
from the latter appear elsewhere in these pages. 


C. M. Cartwright, editor emeritus of the National Under- 
writer, Chicago insurance publication, spoke upon the public 
relations of insurance. A. L. Kirkpatrick, Washington, manager 
of the insurance department of the Chamber of Commerce of 
the United States, described the Washington outlook from the 
insurance point of view. At a dinner meeting of the convention 
attendants Alfred M. Best, New York City insurance publisher, 
discussed the situation which has grown up in the wake of the 
tremendous current volume of casualty insurance premium writ- 
ings. Excerpts from his remarks also will be found upon other 
pages of this publication. 


First speaker on the second day’s program of the meeting was 
L. H. Stanford, deputy commissioner Michigan Insurance De- 
partment, who discussed annual statement blanks. This was fol- 
lowed by a panel discussion of assigned risk plans for automo- 
bile insurance, which drew extensive comment upon details of 
the various problems growing out of the operation of such me- 
chanisms. Final speaker was Erwin A. Meyers, Chicago attorney 
who has been one of the representatives of the National Associa- 
tion of Independent Insurers on the Insurance All-Industry 
Committee in the drafting of proposed legislation for the regu- 
lation of casualty insurance rates in the individual states. 




















RATE REGULATION AND 
INDEPENDENT INSURERS 














T our last meeting, we were con- 

cerned with the imminence of rate 
regulatory laws in most states. Such 
laws have now been adopted in most 
states and our present day concern is 
with the meaning and effect of such 
laws, and with what steps we must take 
in our respective companies to comply 
with the requirements of such laws. In 
the main, such laws follow the pattern 
of the so-called “All-Industry” bills. 
Whatever may be our individual opinion 
of these laws in their enacted form, the 
fact remains that the treatment accord- 
ed the independent companies is much 
less burdensome than was contemplated 
in the early proposals for rate regulatory 
regulation. 


The lessening of these burdens, and 
the removal of certain obnoxious pro- 
visions in a considerable measure, result- 
ed from the efforts of the members and 
representatives of this Association. I 
consider it a fair statement to say that 
but for the existence of this Association, 
rate regulatory legislation, where enact- 
ed, would have been much more bur- 
densome than in its present form. 


Much thought and effort was given 
by many able men to the preparation of 
these various laws. Many of these men 
exhibited outstanding qualities of states- 
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By Adlai H. Rust 





manship in their approach to the many 
knotty problems that confronted their 
deliberations. As must always be the re- 
sult in such instances, many compro- 
mises were necessary, and were made. I 
think we are all aware (as must be 
everyone who has labored with the prob- 
lem) that it is very likely that some of 
those compromises were not the best an- 
swer to the particular problem, and that 
with the passage of time, various amend- 
ments will be necessary. Also, out of 
the experience of rate regulation, may 
well come some better approach than 
any yet enacted. It is important that as 
an Association, we remain open minded 
and willing to consider any constructive 
proposal on the subject. 


Of more immediate concern is the 
interpretation and administration of the 
laws that have been enacted. It is to 
be expected that the various supervisory 
officials will not all approach the exercise 
of the responsibility, that is theirs under 
these laws, with the same philosophy, 
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nor is it likely that they will all follow 
a uniform pattern of interpretation, in 
considering their powers and duties. We 
can anticipate different approaches by 
various departments operating under 
substantially identical statutes. Some 
officials may consider it to be their re- 
sponsibility to impose their judgment 
upon company officials to a greater ex- 
tent than others. If we had problems 
that demanded our collective effort when 
rate regulatory laws were being formu- 
lated, we have much greater need now 
for our collective effort as these laws 
become operative and the subject of in- 
terpretation. 


We based our attitude toward rate 
regulatory laws upon certain common 
principles upon which we found our- 
selves able to unite, despite a wide di- 
vergence of individual interests and 
preferences. I believe that there are cer- 
tain principles to which we can all sub- 
scribe that are basic in our attitude to- 
ward the proper interpretation of these 
various rating acts. 


When Public Law 15 was enacted, the 
House Judiciary Committee took espe- 
cial pains to state in its report made to 
Congress on February 13, 1945, that 
“Nothing in this bill is to be so con- 
strued as indicating it to be the intent 
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or desire of Congress to require or en- 
courage the several states to enact legis- 
lation that would make it compulsory 
for any insurance company to become a 
member of rating bureaus or charge uni- 
form rates. It is the opinion of Congress 
that competitive rates on a sound finan- 
cial basis are in the public interest.” 


In the All-Industry Bills, it is care- 
fully stated that it is not intended to 
prohibit or discourage reasonable compe- 
tition or to encourage or prohibit uni- 
formity in insurance rates, rating sys- 
tems, rating plans or practices. 


Thus, there is a sound basis for our 
belief that it is not the purpose or intent 
of these rating laws, that any supervis- 
ory official, in his administration of these 
laws, shall attempt to determine the rate 
to be charged or the plan or method 
which any given company shall pursue 
in writing its business or applying its 
rates. The judgment to be exercised 
must be that of those charged with the 
responsibility of management in the par- 
ticular companies, and the responsibility 
of the supervising official is only to see 
to it that the rate proposed is within the 
reasonable limits of the statutory re- 
quirements. 


It is quite natural that it will be the 
tendency of some supervising officials 
to want a high degree of uniformity 
amongst the companies operating in a 
particular state. Pursuit of such a philo- 
sophy is in direct conflict with our posi- 
tion as independents. It tends to lessen 
the opportunity for new developments 
in the business and for free competition, 
and, clearly, is not in the public inter- 
est. We hope that such instances will 
be few, but to whatever extent they 
exist, I consider it to be the duty of this 
Association, its members and representa- 
tives, to resist such an attitude with all 
the strength at its command. We have 
a right to expect that the state super- 
visory authorities, in their zeal to secure 
that measure of regulation and state su- 
pervision that is contemplated by Public 
Act 15, do not lose sight of, or attempt 
to unduly abridge our right to act in- 
dependently, or of the public’s interest 
in the preservation of those rights to us. 


Granted that the proper supervision 
of insurance companies is the responsi- 
bility of the state for the benefit of its 
citizens, still the responsibility for the 
operation of the companies must rest 
with its duly constituted management. 
The responsibility of management is to 
manage. The responsibility of the super- 
visory authorities is to supervise within 
the framework of their statutory author- 
ity, but that framework does not con- 
template the substitution of the judg- 
ment of the supervisory authority for 
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that of management, so long as the 
management practices and policies are 
in good faith, and reasonably within the 
scope of their authority. 


Many companies are, for the first 
time, subject to rate regulation or super- 
vision, and I am aware that some of 
them are greatly concerned about its 
implications. I suggest that they do not 
become unduly concerned. The prob- 
lem seems to me to be simply that if you 
make your own rates, you are now under 
obligation to be ready to justify, within 
reasonable limits, the price you put upon 
your product. In fixing that price, there 
is ample room for the exercise of your 
judgment and I consider that the super- 
visory authorities are obligated to accept 
your appraisal of the value of your prod- 
uct if it falls within the broad limita- 
tions that such price shall not be ex- 
cessive or inadequate or unfairly dis- 
criminatory. 


There is no statutory limitation as to 
when you may change your rates. That 
you will determine for yourself and act 
accordingly, subject only to the same 
limitations as governed the making of 
the rate you propose to change. You 
should not expect, or confront, any de- 
lay from the supervisory authorities in 
connection with your rate filings. The 
various statutes that grant them super- 
visory authority over rates, place upon 
them the responsibility for reasonably 
prompt action. In a fast moving econo- 
my, such as ours, irreparable damage 
can be done by failure of supervisory 
authorities to act promptly. 


For some time, the trend of all rates 
has been upward. That has been in line 
with the increased costs by way of losses 
and expenses that the rates must cover, 
or, otherwise stated, in line with the de- 
creased purchasing power of the dollar. 
There is little reason to anticipate that 
the dollar will soon be df much, if any, 
greater value. Underwriting results were 
not satisfactory for a considerable pe- 
riod. Although that condition has im- 
proved, there is little reason to expect 
that we can provide protection at much, 
if any, lower rates until the premium 
dollars have some greater value. In most 
companies, the margin of safety, i.e., 
the relation of policyholders’ surplus to 
premium writings, has been lessened. 
Even if a company did not increase the 
number of its risks, the increased rates 
caused by the shrinking dollar, lessened 
that margin. That places upon manage- 
ment a responsibility to be realistic about 
its surplus position in considering any 
proposed rate change. Supervisory off- 
cials, in considering any rate filings, 
should be most sympathetic to any com- 
pany’s effort to improve its surplus po- 
sition. It would be most fortunate if 





we were to have rate reductions and 
surplus increases being simultaneously 
suggested to any company by any De- 
partment. 


I have high hopes that the supervisory 
officials will approach their increased re- 
sponsibilities under these various laws 
with a keen sense of the duty that rests 
upon them; that they will be aware that 
the success or failure of insurance regu- 
lation by the states depends on the wis- 
dom of those charged with the adminis- 
tration of those laws; that they will be 
conscious that their decisions must be 
in the public interest; that they should 
encourage free and open competition 
and individuality in accordance with the 
judgment of the various company man- 
agements; and realize that the various 
company managements are conscious of 
their individual responsibilities and can 
be expected to make decisions that best 
serve the needs of their own company 
and its insured. 


I feel that they will recognize that 
independent companies did not create 
or have a part in the conditions that 
brought on the need for these rate regu- 
latory laws; that regulation was only 
necessary to permit certain companies 
to continue to act in concert; that in- 
dependent companies proportionately 
made a greater sacrifice and accepted 
greater burdens than any other branch 
of the industry and that it is most im- 
portant, both to these independent com- 
panies and to the public interest, that 
this supervision shall proceed with a 
consciousness that it is for the public 
interest that independent companies be 
permitted to continue as independents 
in the fullest possible sense consistent 
with the language of the various regu- 
latory statutes. Unless a free market 
is provided and the public is afforded 
some option as to the rate it pays, then 
the Congressional expectation of ‘“‘com- 
petitive rates on a sound financial basis” 
will not have been realized. In such 
event, the cause for state regulation is 
in an indefensible position. 


While we hope and believe that rate 
regulation will continue to be under 
state auspices, yet, as an organization, 
we must be prepared to assert our view- 
point should the probability of Federal 
regulation be indicated. 


I want to refer now to another activ- 
ity of this Association, i.e., its statistical 
plan. It has been prepared and perfected 
through a lot of hard work by a num- 
ber of the members of this Association. 
It has been approved for use by the 
twenty-eight states that have officially 
acted upon the plan and its approval is 
pending in several other states. It is 
designed to afford to all companies, re- 
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gardless of their method of operation, a 
satisfactory means of meeting the sta- 
tistical requirements of the several regu- 
latory statutes. . . . The plan is of in- 
terest and value to every independent in- 
surer, whether a member of this organ- 
ization or not, and it has been set up in 
such a way that it can be used by every 
independent insurer. 


The problem of the proper adminis- 
tration of an assigned risk plan under 
present day conditions has engaged the 
attention of your organization and been 
of concern to many of its companies 
upon several occasions during this past 
year... . We will seek a determination 
by the organization of the attitude it 
feels its representatives should pursue 
in further negotiations with other seg- 
ments of the industry toward a uniform 
program for the various assigned risk 
plans. There is considerable foundation 
for feeling that some of the problems in 
that field that exist today are occasioned 


(1) A general reluctance to recog- 
nize the fact that there are thousands 
of individuals granted a license to drive 
an automobile that are unfit to enjoy 
that privilege. 


(2) An inclination to let that con- 
dition continue rather than to enact and 
enforce realistic license laws. 


(3) An inclination to pass the whole 
burden of this problem on to the insur- 
ance carriers, rather than for the various 
states to do the things that are really 
necessary to remove the many unfit 
drivers from our highways. 


We can grant that there is a need 
and that it is in the public interest that 
there be an insurance outlet to all those 
reasonably entitled to insurance protec- 
tion. It does not necessarily follow that 
any and every company should be re- 
quired to accept any and every type of 
risk, or that the providing of the outlet 
does away with the necessity for reason- 
able screening of the risks, who are to 
be afforded such protection. 


I conclude my term of office with a 
deep conviction that this Association 
has well justified the expectations of its 
founders, and with high hopes for its 
future. Since its organization, it has 
steadily grown in membership and stat- 
ure. Its leadership in legislative matters 
and in providing a practical statistical 
service for its members, and other inde- 
pendent insurers, provide convincing 
evidence of its effectiveness. By reason 
of its background and that of its mem- 
bers and representatives, it is most rea- 
sonable to expect that it will be even 
more effective in assisting its members, 
and independent insurers generally, in 
the future. Its efforts are in the public 
interest. It provides to its members the 
opportunity for the benefits of joint 
effort on common problems, yet it asks 
no member to surrender any of its in- 
dividual independence, nor does it re- 
quire any member to subscribe to any 
particular decision of the Association, 
when it feels that such decision is not 
in accord with its individual needs. 






































HE total premium volume of casu- 

alty companies showed a substantial 
growth each year from 1938 to 1945, 
and a greatly accelerated growth in 
1946. Premiums more than doubled in 
that period, and growth is continuing 
through 1947 at a still more rapid rate. 
Incredible as it may seem, the mid-year 
1947 statements filed with my company 
indicate that for the entire year 1947 
casualty premiums, (including stock and 
mutual companies, accident and health 
business of life insurance companies, and 
casualty reciprocals and Lloyds organ- 
izations) may reach the staggering total 
of $3,000,000,000 as against about $2,- 
391,000,000 in 1946. This tremendous 
1946 total consists of stock companies 
(including stock life companies) $1,- 
614,000,000; mutuals (including life 
companies) $688,000,000; reciprocals, 
$80,000,000; and Lloyds organizations, 
$9,000,000. : 


The importance of this growth is 
sharply indicated by comparison with 
some earlier years. To illustrate: in 
1918, When World War I ended, 
premiums written were only about $300, 
000,000, and I estimate the probable 
1947 volume at ten times that figure. 
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THE CAMEL’S BACK REMAINS INTACT 


By Alfred M. Best 


It is equally well known to all of you 
that rapid growth creates financing 
problems, primarily because the unearned 
premiums are computed on total premi- 
ums in force, ignoring the fact that the 
major part of the expenses in connection 
with any policy are incurred when it is 
written. Thus, when a policy is written 
these expenses are disbursed or added to 
reserves for taxes, etc., and, at the same 
time, the entire premium must be set 
up in liabilities as unearned. While it is 
conceded that this is very conservative 
accounting practice, the fact remains 
that the financing of rapidly increasing 
premium volume does put a heavy strain 


‘on earnings and surplus. I estimate that 


in 1946 the drain upon earnings or sur- 
plus or both, from this one item, was 
about $65,000,000. Moreover, while 
conservative company managements rec- 
opnize that it is necessary to preserve 
a reasonable balance between surplus to 
policyholders on the one hand and lia- 
bilities and premium volume on _ the 
other hand, it seems, nevertheless, that 
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there has been some fallacious thinking 
and talking about that particular mat- 
ter. It has been suggested, for example, 
that premium writings should be limited 
to some fixed ratio to net resources. Any 
such comparison is meaningless unless 
the results of the business are taken into 
account. If a company is operating con- 
sistently with a substantial underwriting 
profit, a turn for the worse would sim- 
ply reduce profits, but not surplus; while 
another company, just breaking even on 
underwriting, would at once begin using 
up surplus if there was an unfavorable 
trend in underwriting operations. 


Many companies in both the casualty 
and fire insurance fields have been in- 
creasing capital and surplus funds this 
year in order to keep net resources in 
what their managements consider proper 
balance with their insurance commit- 
ments, present and prospective. Such 
commitments are roughly measured by 
the premium volume, and, in general, 
these increases of capital and surplus 
through the sale of additional stock have 
been necessary to preserve a sound oper- 
ating structure. It does seem to me, 
however, that there has been undue 
anxiety in some quarters respecting the 
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ability of the casualty insurance indus- 
try to carry this greatly increased load, 
although, as will be pointed out later, 
it may well be that before many years 
have passed very substantial additional 
funds will be required. Moreover, there 
is considerable variation from the in- 
dustry averages among the individual 
companies. 


In this connection, it will be inter- 
esting to look back to some other peri- 
ods when the casualty companies were 
in a financial position greatly inferior 
to their present one. 


December, 1932, marked the nadir 
in company resources, as reflected by 
their annual statements. So far as the 
casualty companies were concerned, that 
was the bottom of the depression which 
began with the stock market debacle of 
October, 1929. You will remember that 
the companies were then permitted to 
carry securities at figures materially 
higher than actual market. As an indi- 
cation of the general situation in the 
casualty insurance field, I estimate that 
at the end of 1932 the actual capital and 
surplus of all the stock casualty com- 
panies (with their securities at market 
values) was about $200,000,000. Their 
statement liabilities were about $800,- 
000,000 and their premium volume in 
1932 was over $600,000,000. In other 
words, capital and true surplus were 
only about one-fourth of liabilities other 
than capital, and about one-third of 
premium volume. Suppose that at that 
time there had been some ruling in ef- 
fect limiting the casualty companies to 
a premium volume of not more than 
twice their net resources, as has been 
recently suggested: it would have been 
impossible for the companies to supply 
the coverage required. If any rule is to 
be worked out with the object of hold- 
ing in line company managements that 
want to write more business than is rea- 
sonable it will have to be based on some- 
thing other than premium volume. 


Study of the present financial posi- 
tion of the casualty insurance companies 
reveals some very interesting facts. As 
just pointed out, at the end of 1932 
capital and true surplus of the stock 
companies were only about one-third of 
premium writings and one-fourth of 
liabilities. At the end of 1946, after 
absorbing in that year an asset shrink- 
age of about $58,000,000, and an un- 
derwriting loss of nearly $37,000,000, 
capital, surplus and voluntary reserves 
stood at $1,010,000,000; statement lia- 
bilities were $1,769,000,000 and pre- 
miums written were $1,420,000,000. 
Thus, from the end of 1932 to the end 
of 1946 the ratio of capital and surplus 
to liabilities increased from about 25% 
to over 57%, and the ratio of capital 
and surplus to premium volume increas- 
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ed from 33% to about 71%; all of 
which shows that the companies not on- 
ly survived the terrific wallops which 
reduced them to a very low estate at 
the end of 1932, but have progressed to 
a point where they are in immeasurably 
better position for the protection of 
policyholders. 


Please bear in mind that all of the 
figures quoted are based upon annual 
statements prepared on the statutory 
basis, without any consideration of equi- 
ties in unearned premiums and in claim 
reserves, which in fact constitute a large 
additional element of security for poli- 
cyholders. I have been using the statu- 
tory figures because those are the ones 
with which company managements must 
wrestle in getting ready for their an- 
nual filings with the various State In- 
surance Departments. In passing, how- 
ever, I want to mention that at the end 
of 1932, when we estimated that a good 
many casualty companies were short on 
their claim reserves, there were plenty 
more that had equities therein. On bal- 
ance, we allowed in our office calcula- 
tions a very small net amount for equity 
in claim reserves in the entire company 
group. In contrast, at the end of 1946, 
we estimated that the companies had 
been so conservative in setting up their 
claim reserves that, in the aggregate, 
they had a very substantial safety edge 
in them. Of course, even in 1932, there 
was a large equity in unearned premi- 
ums in the entire group, stock and mu- 
tual, and at the end of 1946 we esti- 
mated that equity at $264,000,000. 


Having surveyed the present scene, 
I wish to bring up one other thought 
which I think it will be well if all en- 
gaged in the industry keep in mind. 
What will be the problems of the casu- 
alty insurance business if during the 
next several years premium volume re- 
peats the pattern established after the 
close of World War I? 


In 1918, when World War I ended, 
the premium volume on all casualty 
lines was about $300,000,000. In 1920, 
two years after the war, it was about 
$475,000,000; and this volume more 
than doubled during the 1920’s. 


In 1945, when the shooting stopped 
in World War II, premium volume was 
about $1,934,000,000 and I estimate 
that this year it will be $3,000,000,000. 


In the two years following World 
War I, therefore, there was an increase 
in premium volume of about 58%, and 
in the two years following the end of 
World War II we have an increase of 
about 55%, although starting with a 
very much higher base figure. 


In the ten years following World War 
I premium volume trebled. 





If the same thing happens in the ten 
years following 1945, we shall reach a 
premium volume of around $5,800,- 


000,000! I doubt that in fact the 
growth will be so prodigious in that 
decade, because we are starting with a 
base figure so much greater than that of 
1918; but I do think that there will 
continue to be very material growth in 
premiums written, and that this growth 
probably cannot wholly be financed out 
of the earnings of the companies, de- 
spite the fact that, historically, every 
dollar of underwriting profit and a sub- 
stantial part of the investment income 
is always plowed back into the business 
to increase surplus and reserves. 


While I have confined my remarks 
to the somewhat drab subject of premi- 
um volume, past, present and future, 
and the ability of the insurance industry 
to meet its greatly increased obligations 
to the insuring public, I am well aware 
that there are many other problems 
which insurance executives must keep 
constantly in mind, for it is very true 
that eternal vigilance is the price of 
liberty. It is especially important that 
they be on guard against the efforts of 
some segments of the Federal bureaucra- 
cy to get their itching fingers on the 
tremendous resources of the insurance 
business in all its branches. While it is 
fortunately true that the influence of 
these particular bureaucrats is waning, 
they are stubborn and persistent, never 
giving up while there is any chance of 
attaining their socialistic ends. 


In the very important field of gov- 
ernmental control of insurance rates— 
upon the adequacy of which the very 
existence of the companies depends—it 
seems to me that the increased activity 
of the state insurance departments, made 
inevitable by the enactment of Public 
Law 15, is marked by a real effort to be 
fair to all concerned. These authorities 
clearly recognize that fixing a rate level 
adequate to keep the insurance com- 
panies in sound condition and yield a 
reasonable profit is quite as important a 
duty as preventing rates from being un- 
reasonably high or discriminatory. It is 
universally understood that the problem 
is extremely intricate, and I think it is 
being approached both by the company 
executives and the supervising officials 
with care and intelligence. 


Finally, I would like to state that, 
great as has been the growth in financial 
strength and influence of the casualty 
insurance companies in the last quarter 
of a century, I think there is little doubt 
of the industry’s even greater involve- 
ment in the country’s future life—pro- 
vided it is allowed to progress normally 
and without undue interference. 
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WHAT BURNED IN 1946 
AND WHY 


HE year now drawing to a close 

has been one in which there has 
been a much greater than usual effort, 
upon the part of insurers and other or- 
ganizations professionally interested, to 
make the American public conscious of 
the menace of fire as a potential de- 
stroyer of lives and of economic values. 
More than the ordinary amount of en- 
ergy was mustered behind such tradi- 
tional campaigns as those featuring Fire 
Prevention Week, more than the or- 
dinary amount of emphasis was put upon 
fire prevention throughout the year by 
insurance companies in their messages to 
their field forces, more than the ordinary 
amount of public attention was brought 
to bear upon the matter by such new 
promotions as last May’s President’s 
Conference on Fire Prevention. 


But as the year waned, and the pat- 
tern of the 1947 fire loss statistics be- 
gan to emerge from the series of month- 
ly estimates, it became obvious that the 
year was going to set a new all-time high 
for fire losses in the United States. The 
preliminary estimates of the National 
Board of Fire Underwriters — shrewd 
guesses reliable enough to indicate the 
relationship of 1947 fire losses to those 
of other years—indicated that through 
October the figure stood at $572,928,- 
000 as against $456,687,000 for the first 
ten months of 1946, and as against the 
final 1946 mark of $561,487,000. The 
highest total ever recorded for a full 
year came in 1926, when total estimated 
fire losses in the United States were 
$561,980,000. Since the 10-month fig- 
ure represents a 24.7% increase over 
1946 it seems logical to assume that the 
1947 fire toll will have reached some 
$700,000,000 by the time the books are 
closed on December 31. 


It is not entirely accurate to say, of 
course, that the 1947 fire losses repre- 
sent a figure as to the burning of prop- 
erty which is some 25% greater than 
that of the record year of 1946, since a 
portion of the difference is accounted 
for by inflation of property values urider 
present conditions. More than a year ago 
Horatio Bond, chief engineer of the Na- 
tional Fire Protection Association, point- 
ed out that while the 1946 and the 1926 
fire tolls were equal in dollar amount, 
allowance for inflated values made the 
1946 loss in reality about 81% of that 
experienced in 1926. 
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Exact comparisons between the fire 
losses of one year and those of another 
never are possible. The first difficulty is 
in the securing of fire loss reports, since 
much burned property is not insured, 
and since a large number of smaller fires 
doubtless never are reported at all. The 
job is further complicated by inaccu- 
racy in reporting. But it is obvious that 
the securing and classification of statis- 
tics upon fire losses, even though inac- 
curacies are unavoidable, is one of the 
most useful tools in the effort to pre- 
vent future losses. 


Possibly the best job of this nature 
is that done by the National Fire Protec- 


tion Association of Boston, which serves 
as a national clearing house for informa- 
tion upon fire protection and fire pre- 
vention, and which attempts to estimate 
annual fire losses—insured, uninsured, 
reported and unreported—upon the 
basis of data gathered from such sources 
as fire marshals and fire departments. 
Because the National Fire Protection 
Association attempts to do a rather 
painstaking job, involving analysis of 
occupancies and fire causes, its statis- 
tical reports are long delayed. That up- 
on the 1946 fire record just has appear- 
ed in its Quarterly publication. But 
because of its high interest to those who 
are concerned with the details of fire 
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Miscellaneous structures 
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Fires other than buildings.......... 
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States Fire Losses by Occupancies 


1946 5-Yr. Average 
(1941-1945) 
No. Fires Loss No. Fires Loss 


1,000 $ 2,500,000 1,000 $ 13,450,000 
80 


0 2,500,000 1,000 2,370,000 
2,300 11,000,000 2,000 7,500,000 
2,000 7,000,000 2,500 4,800,000 
1,100 2,000,000 1,500 3,450,000 

900 5,400,000 2,500 3,890,000 
9,100 10,300,000 10,000 4,860,000 
48,500 12,700,000 45,800 6,460,000 
260,000 129,500,000 311,500 92,300,000 
5,500 14,800,000 
6,000 8,660,000 
10,200 14,000,000 10,000 7,800,000 
1,000 23,000 
43,500 . 77,500,000 40,000 42,240,000 
7,000 40,000,000 7,000 24,320,000 
1,500 5,100,000 1,800 6,340,000 
2,000 3,700,000 2,000 7,760,000 
2,400 26,000,000 . 2,300 11,700,000 
900 4,600,000 800 1,640,000 
1,100 2,800,000 1,000 1,040,000 
2,000 3,200,000 1,900 1,520,000 
1,300 1,700,000 1,000 1,060,000 
20,500 60,000,000 18,000 48,100,000 
17,500 31,000,000 22,500 20,860,000 
23,000 8,200,000 21,500 5,150,000 
2,800 15,100,000 2,000 7,700,000 
2,700 7,500,000 2,500 7,600,000 
5,400 10,900,000 5,000 8,300,000 
1,600 15,000,000 1,500 4,080,000 
29,500 15,200,000 28,000 7,350,000 
700 500,000 1,000 1,080,000 
900 2,200,000 1,500 1,200,000 
18,000 17,100,000 16,500 14,360,000 
75,000 6,500,000 62,500 4,180,000 
5,000 4,200,000 15,500 2,500,000 
700 10,300,000 200 10,950,000 


608,000 $580,000,000 650,800 $396,800,000 
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losses some of its highlights are outlined 
here. 


The National Fire Protection Associ- 
ation estimates the 1946 dollar fire loss 
in the United States at $580,000,000, 
which is fairly close to the estimate of 
$561,487,000 made early in the year by 
the National Board of Fire Underwrit- 
ers. This compares with $485,000,000 
in 1945; $456,000,000 in 1944; $403,- 
000,000 in 1943; $315,000,000 in 
1942; and $325,000,000 in 1941. 


Despite the high dollar loss figure of 
1945 there was some reason for hopeful- 
ness in that year that progress was be- 
ing made, for the number of fires in 
that year was 585,000. This was the 
lowest figure for number of fires during 
any year of the preceding decade, and 
compared with an average of 650,800 
fires yearly during the 1941-1945 period. 
But 1946 offered no such solace. The 
number of fires during the year was esti- 
mated at 608,000, a striking increase 
over the 1945 total, even though it re- 
mained substantially under the five- 
year average. 


Interpretation of this result is not 
easy, although the fact that there were 
187 fires during 1946 in which the loss 
exceeded $250,000—a new all-time high 
—doubtless has some bearing upon the 
matter. It can be noted that the aver- 
age fire loss during 1946 was about 
$954, against an average loss of about 


$829 in 1945. But while this compar- 
ison reflects to some extent the differ- 
ences between 1945 and 1946 property 
values, it is hardly safe to draw any 
sweeping generalizations from it. 


Many reasons have been advanced in 
many quarters for the increase in the 
fire toll, and for the greater increase 
certain to be registered in the complete 
1947 statistics. At a recent meeting of 
large insurance buyers—who are having 
some difficulty currently in purchasing 
adequate amounts of fire insurance pro- 
tection upon the properties for which 
they are responsible—one large buyer 
asserted that better fire protection is 
the principal solution to lack of fire in- 
surance capacity, and that this is a re- 
sponsibility of industry. He said that 
more care is needed, that there should 
be no glossing over of fire prevention in 
industry because the property is insured, 
and that there should be no relaxation 
of fire prevention discipline simply be- 
cause production is high and there is 
much use of untrained and inexperienced 
employees who do not realize the risks 
under which they work. 


Of greater concern to those engaged 
in the fire insurance business than over- 
all statistics upon the national fire loss 
are the classifications of fires, both by 
types of occupancy and by cause of fire. 
In view of inflated values it is to be ex- 
pected that most classifications show a 
dollar increase in 1946 over 1945, and 








Estimated Distribution of United States Fire Losses by Causes 
Cause 1946 5-Yr. Average 
(1941-1945) 
No. Fires Loss No. Fires Loss 

Chimneys, flues—defective or overheated.... 31,000 $ 17,200,000 48,300 $ 19,350,000 
ON a re oe eer: 29,000 12,200,000 46,500 10,900,000 
Defective or overheated heating equipment... 47,500 35,600,000 49,000 18,750,000 
I aia See alee ira dS hig vin 04 Id Ste eco a 22,500 4,300,000 20,100 3,250,000 
Combustibles near heaters................. 6,500 4,600,000 7,500 5,300,000 
Open lights, flames, sparks................ 17,000 10,600,000 19,600 8,800,000 
Hot ashes, coals.......... sa aastorn ween 10,000 4,000,000 13,200 3,600,000 
ee eee aia tees 10,000 5,000,000 
Smoking and matches........... 106,000 43,300,000 121,000 30,700,000 
Children and matches..................... 22,500 8,900,000 25,400 3,750,000 
Electrical, fixed services, fires due to misuse or 

faulty wiring and equipment........... 0,000 52,000,000 55,700 32,000,000 
Electrical power consuming appliances....... 18,500 8,200,000 18,100 7,500,000 
Flammable liquids, misc., including home dry 

cleaning, and starting fires with........ 25,500 19,000,000 24,300 11,900,000 
Torches, welding, cutting, plumbers, etc...... 6,000 7,100,000 4,000 6,700,000 
eee aly ao LPa bible 6 ache 6-0: Wo SOO 600 250,000 
Lamps, lanterns, stoves...... pica wcioaalsnoniiee 23,500 15,500,000 18,000 8,950,000 
sires wee nadvienyeeeewe 5,000 400,000 4,300 2,450,000 
SE OCT ee 11,000 4,600,000 12,700 4,300,000 
ae ES ee re 12,500 27,000,000 15,700 20,000,000 
ESE ELE A een ee eee 700 100,000 
I th iia sar ss (ern bln ah psd a diigo aide 31,000 17,500,000 24,700 9,500,000 
I fe te aiden a Gaede Weis gate 1,000 700,000 1,800 1,000,000 
Sparks from machinery, friction............. 3,500 7,400,000 2,700 2,700,000 
ee a re 3,500 10,000,000 4,000 7,300,000 
NN Se eter aS nal Aviles sears 22,000 16,000,000 22,300 9,800,000 
RE ha a ct its 2 ra 55,500 204,000,000 62,600 135,700,000 
Explosions ........... 9,500 20,200,000 8,700 13,450,000 
SN oa arsenide x Be ees Mm 18,000 25,700,000 19,300 13,800,000 
NS Stet ae et Oe ne Ae Se 608,000 $580,000,000 650,800 $396,800,000 
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over the 1941-1945 average, but this is 
not entirely true according to the Na- 
tional Fire Protection Association’s an- 
alyses. Of thirty-three occupancy 
classes, twenty-six showed 1946 increas- 
es in dollar loss over the five-year aver- 
age, but only nineteen showed increases 
in 1946 over 1945. 


The classes which showed a decrease 
in dollar loss in 1946 from the five-year 
average were government buildings; 
theaters, including motion pictures; 
metalworkers; woodworkers; piers and 
shipyards; power plants and pump hous- 
es; and hangars and contents. All of 
these classes showed smaller losses in 
1946 than in 1945, as did the follow- 
ing: warehouses; creameries and dairies; 
miscellaneous structures; and fires other 
than buildings. The change for the bet- 
ter in warehouses was striking; perhaps 
the most marked change for the worse 
was in the garage and filling station 
class. 


In the analysis of causes of fire, “un- 
known” remained responsible for the 
greatest; dollar loss, as is customary. 
Smoking and matches maintained its 
usual lead as to number of fires for 
which it was responsible, although it 
was third in dollar amount of loss. The 
class “electrical, fixed services, fires due 
to misuse or faulty wiring and equip- 
ment” held second place in both dollar 
amount of loss and in number of fires 
caused. This type of fire had shown a 
decrease in 1945 over the five-year aver- 
age, but in 1946 it showed marked in- 
creases both over the average and over 
1945. 


All but three fire causes—combus- 
tibles near heaters; thawing pipes; and 
defective or overheated chimneys and 
flues—were responsible for more dollar 
loss in 1946 than in the average year 
1941-1945. But there was improvement 
in eleven causes over the 1945 record— 
the three listed and the following: sparks 
on roofs; rubbish; open lights, flames 
and sparks; hot ashes and coals; elec- 
trical power consuming appliances; gas 
and appliances; grease and tar; and ex- 
plosions. 


The record for 1946 on incendiary 
and suspicious fires, one of the most 
difficult causes to appraise, was mixed. 
In 1946 there were 3,500 such fires as 
against 4,000 in 1945, and as against a 
five-year average of 4,000. Such fires 
caused $10,000,000 in damage in 1946, 
however, as against $6,500,000 in 1945, 
and as against $7,300,000 for the aver- 
age year during the 1941-1945 period. 
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LOSS ADJUSTMENTS 





AND THE AGENT 





By Gordon Davis 





HE insurance agent’s most effective 

service is performed before and not 
after loss occurs; it is a service which 
involves the insurance company as well 
as the policyholder. As far as the in- 
surance company is concerned, the agent 
should have a definite understanding as 
to what is required of him in case of 
loss. 


It is obvious, to begin, that he should 
have a supply of loss report forms. The 
local agent should go over them care- 
fully with the special or state agent of 
the insurance carrier, so that he will 
know what forms and information are 
required by the insurance company for 
the initial report of loss. If the average 
local agent could spend even a brief 
period in the home office of an insur- 
ance company he would realize how es- 
sential it is that—immediately follow- 
ing a loss—as complete information as 
possible be furnished the company. 


In addition to the name of the in- 
sured on the loss report, of course, im- 
portant items are the location of proper- 
ty and the insurance policy number, and 
information as to the time, date, and 
origin of the loss. For proper servicing 
it is equally important that accurate in- 
formation be given as to the extent of 
the damage, together with the character 
of the property involved. The insur- 
ance company is concerned with the 
proper handling of a loss and it wants 
to be sure that the policyholder’s inter- 
est, as well as its own, is receiving atten- 
tion. It becomes necessary, therefore, 
to state in the loss report what action 
has been taken, if any has been taken. 
Local agents constantly are clamoring 
for better adjusting service, so it is one 
of the mysteries of the business why 
loss reports to the insurance companies 
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so universally are neglected either in 
their entirety or as to pertinent infor- 
mation. 


While it is realized that competition 
may make it desirable that an agent be 
permitted to refer losses directly to an 
adjuster, the writer emphatically cham- 
pions the belief that selection of an ad- 
juster is the insurance company’s pre- 
rogative, and is unalterably opposed to 
agency-controlled adjustments or ad- 
justers. Not too many agents are guilty 
of the practice, but still there are agents 
over the country who attempt—and 
often succeed—in forcing an adjuster to 
accede to the insured’s demands on the 
threat future loss adjustments in the 
agency will be placed elsewhere. 


The adjuster who is weak enough to 
be swayed in this manner does not be- 
long in the business. It is one of the 
evils of the adjustment situation today 
that the conscientious adjuster who, de- 
spite agency pressure, insists upon ad- 
justing a loss upon its merits later may 
find that he has lost one of his accounts. 
This serious situation can and may lead, 
in spive of competition, to the recapture 
by the insurance companies of their 
right to assign all losses. When a local 
agent refers losses directly to an adjuster, 
therefore, he is wise to use only the ad- 
justers previously approved by the in- 
surance carrier. 


The proper selection of an adjuster is 
of vital importance to an insurance 
agent’s business. The safeguard of that 
business, as well as of that of the insur- 
ance company, is a properly and satis- 
factorily adjusted loss. The writer fre- 
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quently has been asked: what constitutes 
a competent adjuster? Integrity should 
be placed above everything. An ad- 
juster may possess every qualification re- 
quired of a competent man—thorough 
knowledge of the fire insurance contract 
and forms of coverage, a good sense of 
values, be detail-minded, observing, cur- 
ious and diplomatic—but all of these 
qualities are wasted if he does not possess 
integrity. 


Sincerity is the quality which ranks 
next in an adjuster. It is abnormal when 
an insured is not mentally upset follow- 
ing a loss. Therefore he is then in no 
mood for casualness upon the part of 
any insurance company representative— 
agent or adjuster—who contacts him. 
An understanding and sympathetic man- 
ner is required. Sincerity of purpose is 
the keynote of any satisfactorily-adjust- 
ed loss. And sincerity cannot be feigned 
habitually; the adjuster either possesses 
it or he does not. 


Granted that a man has the two at- 
tributes of integrity and sincerity, it 
also is essential that he receive proper 
training. Probably the most effective 
way in which a man may obtain this 
training is through association with, and 
guidance by, an experienced adjuster. 
Proper supervision prevents an adjuster 
young in the business from undertaking 
loss assignments beyond his capabilities, 
but at the same time provides him with 
the opportunity to gain necessary ex- 
perience. 


That there is a dearth throughout the 
country of properly-trained adjusters in 
the fire and allied lines is recognized by 
the insurance industry. The broadening 
of contracts has increased losses many 
times, and the war interrupted the 
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training of young men. Although the 
dilemma of insurance agents in many 
communities insofar as adjusting facili- 
ties are concerned is fully appreciated, 
the feeling is that they are shortsighted 
when they insist upon using—or request 
that they be permitted to use—untrain- 


ed and inexperienced adjusters on losses. 


During the past two years literally 
hundreds of men have set themselves up 
as independent adjusters. Investigation 
has disclosed many to be almost wholly 
untrained, inexperienced, and otherwise 
unqualified. Yet their letterheads indi- 
cate that they handle practically every 
classification of loss or claim within the 
fire, casualty, or inland marine fields. 
The tremendous responsibility assumed 
by any adjuster when he is called upon 
to determine whether the claimed dam- 
age falls within the protection afforded 
by the insurance policy—as well as the 
values and loss involved—does not seem 
to rest very heavily upon the shoulders 
of a man considering himself capable of 
adjusting any type of loss with practi- 
cally no experience or training. 


When a loss occurs it is the duty of 
the insurance company, and therefore 
of the agent, to instruct an insured as 
to his rights as well as his obligations 
under the insurance policy. Many in- 
sureds, some upon the advice of their 
agents, believe they should not touch 
their property until the adjuster has 
viewed the damage and instructed them 
as to procedure. But this is in direct 
contradiction of the contract; it stipu- 
lates that after giving notice of loss the 
insured should protect property from 
further damage, separate damaged and 
undamaged property, and place it in the 
best possible order. As promptly as pos- 
sible following a fire wet merchandise 
should be handled and arranged so that 
it can dry out—and thus prevent mil- 
dew. Property should be quickly rid of 
smoke. Perishables should be salvaged 
immediately in order to realize the maxi- 
mum return. Temporary repairs should 
be promptly made, in order to prevent 
further damage from the elements. Sug- 
gestions and advice along these lines on 
the part of the local agent not only will 
assist the policyholder, but at the same 
time will result in a saving to the insur- 
ance company. In issuing instructions 
to the insured, however, the agent should 
make it perfectly clear that no evidence 
of loss is to be removed. No matter how 
worthless a pile of debris may appear as 
far as monetary worth is concerned, it 
is valuable evidence in proving loss. 


Once a loss has been assigned to an 
adjuster the insurance agent can best 
serve the insurance company and the 
policyholder by removing himself from 
the picture. He should let it be known 
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to the insured that the company is de- 
sirous of paying every dollar of loss, of 
course, and that the adjuster selected 
will work diligently toward that end. 
The adjuster, being a stranger to the 
insured, needs the moral support of the 
agent. 


If disagreement should arise the agent 
often can be called in by the adjuster, 
and can act effectively in resolving diffi- 
culties. If an agent takes too active an 
interest in a controversial loss, unsolic- 
ited by the adjuster, he runs the hazard 
of losing the confidence and sometimes 
the respect of his client. Occasionally 
adjusters encounter an insurance agent 
who encourages an insured in pressing 
an excessive claim. Such unfaithfulness 
is intolerable. Regardless of the political 
or social standing of an insured, the con- 
scientious agent will not abet such an 
attitude. An insurance company has no 
moral right to overpay losses, and the 
writer is strongly of the opinion that 
any mutual loss wilfully and obviously 
overpaid will hinder rather than help 
the growth of mutual insurance. And 
the reaction of the insured who has been 
overpaid is not always favorable. The 
shrewd business man, even if he has 
avaricious tendencies, is likely to ques- 
tion the stability of the insurance com- 
pany. He may even hold the agent, ad- 
juster, and company in contempt. 


HERE is nothing which can cause a 

policyholder to become more dis- 
gruntled with his insurance agent than 
to find after a loss that his insurance pol- 
icy, either as to interest or coverage has 
been written improperly. On the other 
hand a lifelong friend and supporter may 
be developed when, because of the 
astuteness and foresight of an insurance 
agent, the insured finds that he will be 
reimbursed for a loss which he did not 
suppose covered. 


No discussion involving loss adjust- 
ments would be complete without call- 
ing attention to the unfortunate situa- 
tion which arises when the coverage 
proves to be non-concurrent, especially 
when two or more policies have been 
written intending to cover the same risk 
and interest. Such a situation often pre- 
vents an insured from obtaining full re- 
covery of his loss, invariably causes de- 
lay and, although making his job more 
difficult, is not chargeable to the ad- 
juster. The responsibility and after ef- 
fects lie securely in the lap of the agent. 
As long as fire insurance is written the 
warning sign relative to non-concurrent 
insurance should be posted prominently. 





Except for large concerns that have 
an insurance buyer within the organiza- 
tion, the average policyholder knows 
little or nothing about an insurance 
policy. The very fact that a man 
represents himself as an insurance agent 
infers that he knows his business, and 
when he delivers a policy the buyer has 
a right to believe that the agent has 
given sufficient consideration to his par- 
ticular situation and needs. 


Even in this enlightened age few 
policyholders really understand either 
the theory or operation of coinsurance, 
average, and other restricting clauses. 
There is no question that many insureds 
are sold an insurance policy subject to 
coinsurance requirements because of the 
appeal afforded by the reduction in rate. 
Insureds are not always contorting the 
truth, after a loss occurs, when they 
claim that operation of the coinsurance 
clause and of their obligation to comply 
with its terms never had been explained 
to them fully. 


An insurance agent has a moral re- 
sponsibility. Upon the manner in which 
he writes an insurance policy the future 
of an insured and of his family may rest. 
The agent’s lack of knowledge of his 
own business, carelessness, or inertia may 
ruin financially a friend or client. Many 
men have been thrown out of work, and 
an entire community affected, through 
the misplaced confidence of a large em- 
ployer in an insurance agent who had 
violated that confidence by careless 
writing of an insurance policy. 


No guesswork should enter the deter- 
mination of what interests are intended 
or expected to be covered. The insurance 
agent should not be content until he is 
informed fully as to the nature of the 
property to be included, its value and 
location, and the hazards against which 
protection is to be afforded. No special 
clauses should be added without the 
agent’s satisfying himself that the in- 
sured understands them. 


Admittedly these points are elemen- 
tary, but constant failure upon the part 
of the local insurance agent to observe 
such fundamental rules is the reason so 
many losses prove troublesome. The full 
reporting clause has presented an ad- 
justment problem from the time of its 
inception, and most of the trouble prob- 
ably is caused by the failure of the in- 
surance agent properly to instruct the 
buyer of provisional insurance as to 
when and how to file his reports, and as 
to the importance of reporting values 
accurately as of the reporting date. This 
form of insurance has been considered 
ideal for the merchant who is faced con- 
stantly with the problem of wide fluc- 
tuations in value, but the mere fact that 
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he carries a provisional form of insur- 
ance does not automatically provide full 
protection. This type of insurance never 
should be sold to a client until the insur- 
ance agent is certain that the insured 
comprehends fully the terms under 
which the policy is written. 


Whenever the insurance agent places 
a provisional reporting form policy he 
should have before him the thought 
that should a loss occur the adjuster, in 
order properly to complete the adjust- 
ment, must determine four factors: the 
amount of loss; the actual cash value at 
time of loss; the last report of values 
filed prior to the loss; and the actual 
value at the time of such report. The 
amount of loss recoverable depends upon 
the accuracy of the reports of values. 
If values are reported fully, the insured 
will be reimbursed for his full loss up 
to the limit of liability set forth in the 
insurance contract at the involved loca- 
tion. If he under-reports he will receive 
only that proportion which the last re- 
ported value bears to the actual value 
at the time of the last report. 


That sufficient precaution and under- 
standing does not accompany the dis- 
pensing of this type of insurance is man- 
ifested in the writer’s own office. Only 
a small percentage of policyholders who 
carry provisional insurance sustain losses. 
Yet it is amazing the number of loss 
papers which pass over the writer’s desk 
—month in and month out—showing a 
penalization of the insured either for 
failure to make reports for long periods 
of time or for understatement of values. 
Probably under-reporting very seldom 
is instigated by fraudulent intent. The 
very fact that an insured carries this 
type of insurance indicates his desire to 
be protected fully at all times. Prob- 
ably in a majority of cases failure to 
report values fully is due to misunder- 
standing on the part of the insured as 
to what is required, a misunderstanding 
which is chargeable to the local insur- 
ance agent in many cases. At this mo- 
ment the adjustment of a number of 
losses over the country, involving con- 
siderable amounts of money, is tied up 
because of the operation of the full re- 
porting clause. Aside from the fact that 
an insurance agent often loses the con- 
fidence of his client when difficulty is 
encountered, it should be pointed out 
that the majority of risks do not burn. 
Therefore there must be a large loss of 
premium income due to under-reporting 
of values, and this affects the insurance 
agent’s commission directly. 


Undoubtedly the business careers of 
many insurance agents were interrupted 
by the war. When they entered the serv- 
ice the basic fire insurance contract was 
one of unconditional and sole owner- 
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ship. They returned to find that in all 
but a few states the contract has been 
changed to one of interest. The im- 
portance of becoming thoroughly fam- 
iliar with its terms should be stressed. 
Already many adjustment problems have 
arisen under the new contract, and in- 
numerable ones are in the offing. In 
case of loss it now not only is a question 
as to whether the insured had an insur- 
able interest in the property when it was 
destroyed. There are questions as to 
what that interest was, and what mone- 
tary consideration will be required to 
indemnify the insured against the loss 
of or damage to that interest. 


OT only has the basic fire insurance 
contract changed, but other pro- 
gressive changes have taken place, such 
as the new dwelling and contents form. 
Item 1 of this form was extended to ap- 
ply at the insured’s option up to 10% of 
the amount specified to cover private 
structures appertaining to the described 
premises. Item 2 was extended to apply 
at the insured’s option up to 10% of 
the amount specified while elsewhere 
than on the described premises. Not a 
few household and personal property 
items insured under contents could be 
construed as being insured under the 
dwelling item. The framers of an insur- 
ance form cannot possibly foresee all 
contingencies, but probably the authors 
of this form came a long way from an- 
ticipating the problems which presented 
themselves when first it appeared. 


Almost immediately conflicts arose 
due to overlapping of coverage, not only 
as between fire insurance companies, but 
especially between fire and inland marine 
insurance carriers. Actually a policy- 
holder now may consider up to 10% 
of the amount specified in contents as 
floater insurance. It was unfortunate 
that the press and the trade journals, in 
announcing the new form, inferred that 
when an insured elected to apply the ex- 
tended amount, it was to be considered 
primary insurance. Whoever was re- 
sponsible for this interpretation was in 
error, but the damage had been done 
and complete confusion resulted. 


Several large fires in laundries and 
dry-cleaning plants caused a chaotic 
condition. Bailee carriers contended 
that customers of the laundry or dry- 
cleaner who carried household goods in- 
surance should make their claims to the 
“10% off premises” carrier. Upon do- 
ing so they were, for the most part, re- 
ferred back to the bailee carrier. The 


innocent customer, fully insured, was 
shuttled back and forth; payments were 
held up while loss departments and ad- 
justers expressed conflicting opinions; 
and individual companies were taking 
contradictory action. 


It soon became apparent to the insur- 
ance industry that, in order to maintain 
desired public relations, it was highly 
important that agreement be reached 
between fire insurance companies and 
inland marine insurance carriers. Both 
groups appointed a committee which 
promptly went to work in an effort to 
draft an agreement that would prove 
workable, and which would be accept- 
able at the same time to carriers of both 
types. This joint committee followed the 
line of reasoning that, in the case of 
overlapping coverage, it was plausible as 
well as equitable that insurance specific 
as to location or describing a specific 
article should be considered primary, and 
that floating or blanket insurance should 
be considered excess. 


Their efforts were rewarded by what 
is known as the “Agreement of Guiding 
Principles Fire-Inland,” which was sub- 
scribed to by the Inland Marine Under- 
writers Association, and which was 
adopted for recommendation to the Na- 
tional Board of Fire Underwriters and 
the Federation of Mutual Fire Insurance 
Companies. Because there have been so 
many inquiries as to whether some in- 
dividual insurance company has signed 
this agreement, it might be well to clear 
up a point. Because of rules within the 
organization, in order to adopt this 
agreement, it was necessary for members 
of the Inland Marine Underwriters As- 
sociation to become signatories. No fire 
insurance company actually signed the 
agreement, but insofar as all members of 
the National Board of Fire Underwrit- 
ers and of the Federation of Mutual Fire 
Insutrance Companies are concerned the 
recommendations of their executive 
committees that it be signed is consid- 
ered tantamount to signature. Many in- 
surance companies outside the member- 
ships of the three organizations named 
now have indicated their acceptance by 
following the agreement, so that today 
virtually the entire industry is operat- 
ing under its terms. 


Doubtless all insurance agents now 
are familiar with the “Agreement of 
Guiding Principles Fire-Inland,” and are 
satisfied that it has relieved them as well 
as adjusters of many headaches and 
much embarrassment. But the problem 
of conflicts of coverage within the 
dwelling and contents form itself re- 
mains. As noted previously there are 
articles insured under both Item 1 and 
Item 2 of the form. Item 1 of the dwell- 
ing and contents form used in most jur- 
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isdictions insures the described dwelling 


“occupied as a residence, including 
building equipment and fixtures and 
outside equipment pertaining to the 
service of the premises (if the property 
of the owner of the dwelling . . . etc.” 
Item 2 of the form covers on “household 
and personal property usual or incident- 
al to the occupancy of the premises as 
a dwelling . . . etc.” Such articles as 
stoves and refrigerators, obviously per- 
sonal property items, also can be con- 
sidered as building equipment and fix- 
tures pertaining to the service of the 
premises. 


In the case of owner-occupied proper- 
ty these articles, being covered under 
both items of the policy, properly could 
be allocated to either dwelling or con- 
tents, depending upon the viewpoint of 
the adjuster. An insurance company 
might be called upon to pay a loss on a 
stove under a dwelling policy one day, 
and under a contents policy the next 
day. In the writer’s opinion the real 
question is not whether a stove or a re- 
frigerator is allocated to dwelling or 
contents, even though he adheres to the 
belief that they more properly fall into 
the category of personal property. In 
the interest of the policyholder and of 
public relations the vital issue seems to 
be that such items be treated uniformly 
by all insurance companies. 


In an effort to meet this problem the 
Eastern Loss Executives Association, 
about a year ago, drew up a “Tempor- 
ary Agreement of Guiding Princijes— 
Fire.” Their intent was to put this 
agreement into operation in their own 
territory, more or less as a trial balloon 
which would permit experience to bring 
out any flaws. Shortly thereafter the 
agreement was adopted by the Western 
Loss Association, and the Loss Research 
Division of the Federation of Mutual 
Fire Insurance Companies recommended 
its adoption by member companies. But 
because the agreement was temporary, 
and never was properly publicized, its 
effectiveness has left much to be desired. 
Many agents and not a few adjusters 
still are unfamiliar with its terms, and 
some are unaware that such an agree- 
ment exists. Although its application 
has not brought about the desired uni- 
formity, the temporary agreement has 
had sufficient trial to demonstrate a need 
for certain revisions. The draft of a 
permanent agreement just has been com- 
pleted which replaces the ‘Temporary 
Agreement—Fire,” and has been adopt- 
ed unanimously for recommendation to 
their respective memberships by the 
executive committee of the National 
Board of Fire Underwriters and by the 
governing board of the Mutual Loss 
Research Bureau, the organization charg- 
ed with the handling of loss matters for 
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the Federation of Mutual Fire Insurance 
Companies. The agreement as adopted 
by the governing board of the Mutual 
Loss Research Bureau reads as follows: 


“Whereas from time to time disputes 
arise in the adjustment of losses under 
the dwelling and household furniture 
fire policy (policies) because of over- 
lapping coverages, the occurrence of 
such disputes being against the interests 
of the insuring public and the com- 
panies, therefore be it resolved that the 
governing board of the Mutual Loss Re- 
search Bureau recommends to member 
companies the adoption of the following 
agreement of guiding principles with re- 
spect to insurance under dwelling and 
household furniture policies effective on 
losses occurring on and after November 
1, 1947, at noon standard time, at loca- 
tion of property involved. 


“These guiding principles apply only 
when overlapping coverage exists: 


“On premises: 


“1. Insurance covering household 
and personal property shall be treated 
as excess insurance in respect to proper- 
ty more specifically insured in the name 
of the same policyholder. Examples: 
specific insurance on a piano; specific 
insurance on household and _ personal 
property in garage or other outbuilding. 


“2. The 10% optional extension of 
coverage shall be treated as excess in- 
surance when property is more specifi- 
cally insured in the name of the same 
policyholder. Examples: specific insur- 
ance on appurtenant private structures 
—a garage; specific insurance on rental 
value; specific insurance on betterments 
and improvements. 


“3. When the owner of the dwelling 
is also the owner of the contents of the 
dwelling, ‘building equipment and fix- 
tures’ of the dwelling insurance shall 
include, whether in position or stored on 
the premises, storm doors, storm sash, 
shades, blinds, wire screens, screen doors 
and awnings. Note: Because storm 
doors, storm sash, shades, blinds, wire 
screens, screen doors and awnings are 
generally within the phrase ‘legally a 
part of the building,’ placing these items 
under the dwelling insurance does no 
violence to the standard Texas policy. 
Examples, covered under dwelling insur- 
ance: permanently installed heating 
plant (furnace); permanently installed 
air conditioning equipment; permanent- 
ly installed attic or basement ventilat- 
ing equipment including fans, vents, 
and ducts in connection therewith; per- 
manently installed lighting and plumb- 
ing fixtures; permanently installed floor 
coverings of every description other than 
rugs and carpeting. 





“4. When the owner of the dwelling 
is also the owner of the contents of the 
dwelling, building equipment and fix- 
tures items in the nature of personal 
property shall be covered under the 
household and personal property insur- 
ance. Examples covered under house- 
hold furniture insurance: stoves for 
heating or cooking purposes; refriger- 
ators; laundering machines whether or 
not attached to the realty; portable air 
conditioning and ventilating units; fuel; 
rugs and carpeting whether or not at- 
tached to the realty, and unattached 
floor coverings of every description; 
storm doors, storm sash, shades, blinds, 
wire screens, screen doors and awnings 
when not on the described premises, in 
the absence of limitation of coverage 
applicable to 10% optional off-premises 
extension of household and _ personal 
property insurance. 


“Off premises: 


“§. Insurance in the name of the 
same policyholder on household and 
personal property (not in the custody 
of a bailee) described and _ insured 
under household furniture insurance 
covering at another location shall take 
precedence over the 10% _ optional 
extension of coverage. Examples: Fire 
policy covering property of student at 
college location; fire policy covering in- 
sured’s property at a country club. 


“6. Insurance on property effected 
by a custodian, covering on property 
owned by or belonging to others, shall 
be deemed to insure independently of the 
coverage available under the 10% op- 
tional extension of coverage to the same 
extent as if no other insurance effected 
by the owner under ‘off-premises’ 
household contents insurance existed. 


“Nothing in this agreement shall af- 
fect the right of action accruing under 
subrogation against the bailee.” 


Agents as well as adjusters should 
carefully study the terms of this agree- 
ment. Perhaps not all problems relating 
to overlapping coverage will be answer- 
ed, but if an owner-occupant sustains a 
fire in his dwelling—and his stove, re- 
frigerator, heating plant, air-condition- 
ing equipment, floor coverings or other 
overlapping items are involved—it will 
be clearly stated whether the articles are 
to be considered under item 1 or item 2. 
It should be stressed that the agreement 
will be applicable only in cases of over- 
lapping of coverage. It follows, of 
course, that if an owner-occupant sus- 
tains a loss and his contents insurance 
is exhausted, he may then include in his 
claim under the dwelling item any 
article that might be considered building 
equipment and fixtures pertaining to the 
service of the premises. 
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MANAGEMENT SPEAKS OUT 
ON INSURANCE PROBLEMS 


RADITIONALLY the semi-annual 

insurance conferences sponsored by 
the American Management Association 
—one in New York City in the spring 
and one in Chicago in the fall—consti- 
tute sounding-boards for the voicing by 
insurance buyers for the nation’s major 
business organizations of their satisfac- 
tion or dissatisfaction with the details 
of their relationships with the fire insur- 
ance and casualty insurance companies 
which carry their insurance. Dissatis- 
factions tend to be stressed, of course, 
and at times when there is a single source 
of insurance company-insurance buyer 
conflict this conflict tends to be stressed 
very strongly. 


The insurance conference of the Am- 
erican Management Association which 
was held at Chicago’s Drake Hotel on 
November 18-19 represented no break 
with this tradition. The principal prob- 
lem of the large insurance buyer today 
admittedly is the difficulty which he en- 
counters in securing a sufficient amount 
of property insurance upon the values 
which he is responsible for protecting 
for the corporation which employs him, 
and discussion of this problem proved 
the focus of the two-day conference. 


The first topic upon the conference 
program, which was attended by some 
600 insurance buyers and _ insurance 
representatives from all sections of the 
United States, was the question: “Are 
Insurance Markets Keeping Pace With 
the Requirements of American Busi- 
ness?” ‘The viewpoint of the buyer was 
presented by Frank B. Flahive, New 
York City, vice-president Columbia 
Engineering Corporation; the viewpoint 
of the insurance companies was pre- 
sented by J. Victor Herd, New York 
City, vice-president of the America 
Fore group of insurance companies. 
Ray S. Bass, Decatur, Illinois, treasurer 
and insurance manager of the A. E. 
Staley Manufacturing Company, served 
as chairman of the meeting. 


While this was the topic attracting 
most interest at the two-day meeting 
it was, naturally, not the only subject 
under discussion. The service which 
the insurance buyer should expect from 
his insurance broker was analyzed by 
Paul H. Schindler, Youngstown, Ohio, 
manager insurance department Youngs- 
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town Sheet and Tube Company; the 
effect of accident prevention on insur- 
ance costs was described by John W. 
Culkin, Buffalo, New York, vice-presi- 
dent of the insurance brokerage firm of 
Gurney, Overturf and Becker; the pit- 
falls and possibilities of self-insurance 
were outlined by Peter Drake, New 
York City, insurance manager Schen- 
ley Distillers Corporation; and the busi- 
ness outlook and insurance programs 
were treated by Howard R. Bowen, 
Champaign, Illinois, dean of the Col- 
lege of Commerce of the University of 
Illinois. 


Current thinking on employee retire- 
ment plans was the subject of discus- 
sion by Esmond D. Gardner, New York 
City, vice-president Chase National 
Bank; Maurice F. Lipton, New York 
City, director of group annuities Equit- 
able Life Assurance Society of the 
United States; and Ivan L. Willis, Chi- 
cago, vice-president International Har- 
vester Company. 


Feature of the conference of great- 
est technical interest was consideration 
of the insurance coverage needs of the 
mythical “Erehwon Manufacturing 
Company”, a multiple-location risk. Its 
insurance requirements were analyzed 
by F. V. Rudd, Detroit, vice-president 
Marsh & McLennan, speaking from the 
viewpoint of the insurance broker; Felix 
Hargrett, New York City, assistant 
vice-president Home Insurance Com- 
pany, speaking for the fire insurance 
companies; E. H. Kingsbury, New York 
City, assistant director of education 
Royal Liverpool Groups, speaking from 
the viewpoint of the casualty insurance 
carriers; P. M. Fenton, Chicago, assist- 
ant manager Marine Office of America, 
as a representative of the marine in- 
surers; Walter R. White, Chicago, pro- 
duction manager boiler and machinery 
department Lumbermens Mutual Cas- 
ualty Company, as to the boiler and 
machinery aspects of the risk; and El- 
liott T. Rogers, Chicago, bonding and 
these problems, such as increasing the 
burglary supervisor Liberty Mutual In- 
surance Company, representing the 
viewpoint of the crime insurer. 


In outlining the difficulties which in- 
surance buyers for large business or- 
ganizations face today, Frank B. Fla- 


hive pointed out that large business 
units possibly could just as well pay 
themselves many of the losses against 
which they now insure, but that most 
such organizations are geared to oper- 
ate upon an even keel and that their 
operations would be thrown somewhat 
out of line by incurring losses of the 
type paid by insurance carriers. They 
are actually buying from _ insurers, 
therefure, he said, the privilege of amor- 
tizing non-recurring losses, and they 
must expect to pay for this privilege. 


The buyer’s present problems are, 
primarily, the inability to purchase the 
insurance coverage on property which 
he feels he needs, and the possibility of 
price increases in the insurance which 
he can buy. They are important be- 
cause he wishes to equalize unusual and 
unexpected non-recurring and non-rou- 
tine costs or losses, the requirements of 
mortgages, trust agreements, and other 
items of this nature must be met, and 
it is desirable to minimize the cost of 
catastrophes. Insurance has become just 
as important an element in large busi- 
ness as finance, and as labor and ma- 
terial costs. 


The problems of the insurance car- 
riers, he pointed out, include the cur- 
rent high reserve requirements, which 
make it necessary to set aside in re- 
serve the major portion of new premi- 
ums; inability to take credit in their 
financial statements to the regulatory 
authorities for non-admitted reinsur- 
ance; rising costs which have not been 
matched by an increase in insurance 
rates; an all-time high record in losses; 
and the lack of capital and surplus to 
cushion the reserve requirements for 
this unprecedented demand for cover- 
age. 


He listed some of the numerous sug- 
gestions which have been made to meet 
capital of property insurance compan- 
ies by the sale of additional securi- 
ties, the formation of a large reinsur- 
ance company, the elimination of term 
insurance to produce higher rates and 
to permit quicker freeing of funds from 
unearned premium reserves, and the in- 
creasing of insurance rates generally. But 
without passing upon the merits of 
such suggestions, he contended that a 
possible key to the whole problem lies 
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in a reduction of property insurance 
losses. 


He held that it is obvious that insur- 
ance companies are not responsible for 
the present record fire loss in this coun- 
try, but that it is a responsibility of 
industry—more care is needed, the gloss- 
ing over of fire prevention in industry 
because the property is insured is to be 
deplored, the relaxation of discipline be- 
cause production is high and the use 
of untrained and inexperienced em- 
ployees who do not realize the risks they 
work under are highly undesirable. 
Management has the know-how in both 
fire prevention and accident preven- 
tion, he insisted, and it should apply 
this knowledge, since it is an economic 
impossibility for the present total of 
losses to be borne over any long period. 


The proposal to abolish term insur- 
ance as an approach to the problem of 
improving property insurance capacity 
he characterized as harmful and up- 
setting to the large buyer of insurance, 
who looks upon the savings possible un- 
der term insurance in the same light 
as discounts on quantity buying and for 
prompt payment of obligations, and 
who believes that the savings made by 
the insurance carriers in lower cost of 
handling justify the term discounts. He 
asserted that in essence this is merely 
a move to increase insurance rates, and 
that while large insurance buyers be- 
lieve that they should pay their own 
way in insurance the proposal to abol- 
ish term insurance does not seem equit- 


able. 


The speaker made it plain that it will 
be impossible for large insurance buy- 
ers to acquiesce in a situation where 
there is a lack of capacity to furnish 
needed insurance coverage, and that if 
it does not become available it will be 
necessary to seek other sources. He 
was emphatic in stating, however, that 
government participation in the insur- 
ance market is undesirable. His sug- 
gestion was that there be greater in- 
* genuity upon the part of insurance car- 
riers in attempting to meet the situa- 
tion, and greater effort upon the part 
of large insurance buyers to keep losses 
down to a level which would not place 
added strain upon the property insur- 
ance market. 


In presenting the property insurance 
companies’ side of the present difficult 
picture of property insurance capacity 
J. Victor Herd, vice-president America 
Fore group, sought to analyze the type 
of risk which is giving rise to contro- 
versial situations. He said that as far 
as the stock fire insurance companies 
are concerned 40% of their premium 
volume comes from dwellings and con- 
tents, and 40% from mercantile build- 
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ings and their contents, and that in 
these two broad classifications there 
seems no pressing problem of capacity. 
He said that, furthermore, an addition- 
al 18% of stock fire insurance com- 
pany premiums come from small or 
medium-sized industrial, institutional, 
warehouse, and similar risks, and that 
in general no problem of insufficient 
capacity has developed in this field. His 
conclusion was, therefore, that it is the 
large industrial risks representing per- 
haps 2% of the premium volume of 
the stock fire insurance carriers which 
are responsible for the capacity prob- 
lem. And he pointed out that three- 
fifths of this 2% is handled through 


pools and syndicates. 


He contended that none of the sug- 
gestions which have been made for meet- 
ing the problem are realistic or prac- 
ticable, and stressed that the proposal 
for setting up vast reinsurance facilities 
has the experience of such efforts in the 
past against it. He made it plain that 
present conditions are permitting insur- 
ance companies to overhaul unsound un- 
derwriting practices, and that the pres- 
ent necessity for supporting insurance 
rates by facts and statistics is likely to 
eliminate “soft markets” such as may 
have existed at times in the past. 


“Have the buyers of insurance who 
experience difficulty in placing their 
business indulged in self-examination as 
to their own shortcomings?” he inquired. 
“Specifically I refer to those accounts 
which are shopped from pillar to post, 
from market to market, from year to 
year, strictly on a cost basis. During 
lush times such accounts usually find 
soft spots and, as the insurance com- 
panies give up in despair or are no longer 
willing to trade such accounts for other- 
wise acceptable accounts, the broker or 
buyer’s insurance manager finds replace- 
ments. Some such accounts are now 
right up to the captain’s Window, and I 
assure you that the unwillingness of in- 
surance companies further to temporize 
with them is not due to any lack of 
capacity nor to any shortage of capital. 
These accounts never give the companies 
a break, and under current conditions 
in the insurance business the worm has 
turned.” 


He admitted that the insurance busi- 
ness is slow to adopt changes, but point- 
ed out in mitigation that the insurance 
business also is patient in times of ad- 
versity, and that its resistance to change 
serves as an antidote to panic action. 


A number of specific causes of com- 
plaint for insurance buyers were express- 
ed during the question period which fol- 
lowed the pro and con discussion of 
present property insurance capacity. 





One which remained unanswered con- 
cerned the dilemma of the insurance 
buyer for a large risk who is required, 
in order to comply with the coinsurance 
clause, to carry a certain amount of in- 
surance, but who is unable to purchase 
that much insurance coverage in the 
current market. It was suggested that 
some method of waiving coinsurance re- 
quirements should be worked out by the 
insurance carriers to handle such cases. 
There was considerable discussion of the 
limitations of the London market for 
reinsurance at the present time. 


The subject of setting up new rein- 
surance carriers which would have avail- 
able sufficient funds to meet the needs 
of the American market also came in 
for considerable attention. It was sug- 
gested that a reason for the lack of re- 
insurance capacity has been the unwill- 
ingness of investors, especially in the 
midwest, to place money in insurance 
stocks, the tendency having been to 
place dependence upon investors in the 
eastern states and upon London. It was 
urged that some means be found where- 
by the large funds of United States life 
insurance companies could be invested 
in property and casualty re-insurance 
carriers. 


N commenting upon the service which 

a buyer should expect from his insur- 
ance broker Paul H. Schindler, Youngs- 
town, Ohio, manager insurance depart- 
ment Youngstown Sheet and Tube Com- 
pany, was intentionally facetious, but 
the burden of his complaint was that 
the insurance producer expects the in- 
surance buyer to do too much of his 
work for him. “He expects the buyer 
to know it all and to hand him every- 
thing on a silver platter,” he said. “I 
want the insurance agents to become al- 
most a nuisance. I like to have them 
under my feet. I want them roaming 
the properties and I want them to tell 
me what’s going on in the insurance 
business. I want personal service and 
assistance.” 


“No one person can possibly measure 
the hazards and exposures of a vast or- 
ganization with a multiplicity of opera- 
tions. He has to have the benefit of 
the assistance of trained men — men 
trained in forms and rates, it is true, 
but also men who have the ability and 
vision to go into your plants and de- 
velop from a visual study a complete 
program of protection. Perhaps I expect 
too much of the agent, but I expect 
him to know our hazards and exposures 
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as well as I do, and the various forms 
and coverages to fit those hazards. I 
de not claim that any one agent should 
have all of this knowledge or ability, 
but if I entrust the fire and the fire use 
and occupancy to an agent who to my 
mind is best fitted to handle it, I expect 
him to know his end of it better than I 
do, and the same goes for the agent who 
handles the liability and the compensa- 
tion and the boiler and machinery and 
the crime coverages. You would be sur- 
prised to know how many weeks elapse 
between visits of some of the agents, 
and you would be further surprised to 
know when any agent was last in our 
plants just wandering around and check- 
ing up. How is the agent going to keep 
me protected if he doesn’t come around 
to see me or doesn’t go around the prop- 
erty. Almost every agent has an an- 
nual pass and can go into the plants any 
time he wants, yet practically the only 
time they go in is when there is an acci- 
dent or a fire, and then they are with 
me. Most of the time they don’t even 
bother, and let the adjuster go with me.” 


“What does the agent expect of the 
buyer? Well, outside of a couple of 
men I know they expect just about 
everything. Why should they do any 
work when the insurance buyer knows 
all about it, or so they seem to think, 
and he knows his properties and the 
hazards and the problems, and is foolish 
enough to work up for them elaborate 
forms and schedules and flow charts and 
manuals, and prepare values for them? 
They know that the insurance manager 
is going to dig up some new items to 
insure and is going to work to sell his 
boss on the idea of spending a lot more 
money, and then is going to turn the 
risk over to them on a silver platter. 
They know that when they have a spe- 
cial proposition to submit to me that I 
sit down at the typewriter and rewrite 
it myself, because the boss wouldn’t 
take time to read over all they write. 
I have never seen one yet who could 
lay out a proposal for me, written on 
one page, so you don’t have to leaf over 
page after page and by the time you 
get to the third or fourth page you 
forget what was on the first one. So 
they just sit back and take it easy, and 
let the special agents take them out and 
play golf, and they know that if any- 
thing good comes up the insurance man- 
ager will get it lined up for them and 
hand it to them when they get back. 
They expect that when anything new 
comes up the insurance manager will 
read about it in the Underwriter or the 
Fire, Casualty and Surety Bulletins, or 
some agent that is trying to cut in on 
the line will tell me about it. They 
don’t even have to keep track of the re- 
newals. They get angry when you make 
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a trip to the home office when they are 
away fishing and you can’t locate them, 
and they’re always afraid the sharks in 
the home office will pull something on 
the poor insurance manager that is detri- 
mental to their premium income. In 
other words they expect me to know it 
all, hand them everything on a silver 
platter, and stay away from the home 
office.” 


A provocative outline of the manner 
in which it may be possible to reduce 
premiums in certain casualty insurance 
lines—especially workmen’s compensa- 
tion—by close checking of the reserves 
which the insurance carrier has set up 
against specific unsettled claims, was 
offered by John W. Culkin, Buffalo in- 
surance broker. He stressed the fact that 
the most direct approach to lower in- 
surance costs lies in accident prevention, 
and urged upon industrial organizations 
greater attention to this activity. But 
his specific suggestions for insurance 
cost control centered about loss reserves 
in lines of insurance which are exper- 
ience-rated. 


“It is not exceptional that some work- 
men’s compensation cases, particularly 
those involving serious injuries, can be 
under treatment for years with very in- 
definite prognosis as to final cost. Dur- 
ing the time that the case is open await- 
ing a conclusion the risk must be dealt 
with in the experience rating procedure,” 
he pointed out. “To do this the insur- 
ance company is carrying a reserve 
which in its judgment, when added to 
the cash payments already made, will 
be the final closing value of the particu- 
lar case. This partially estimated closing 
value is used in the experience rating 
procedure as part of your actual losses. 
If the case should be over-reserved either 
for compensation or for medical as com- 
pared with its actual closing value, it 
will have an adverse and unwarranted 
effect upon your experience modification 
and will consequently increase your 
workmen’s compensation costs. If it is 
under-reserved your insurance carrier 
will be penalized in its adjusted premi- 


” 


um. 


“This error in the value of the case is 
only a part of the total cost to you be- 
cause the experience modification as 
determined, including this overcharge, 
applies not only to the loss part of your 
rate, but it also applies to the expense 
loading factor.” 


“There is plenty of room for a legiti- 
mate and honest difference of judgment 
as to reasonable and adequate estimates 
for open claims. Considering the con- 
tinuous broadening of the application of 
workmen’s compensation laws—the in- 


flationary trend of juries’ verdicts as re- 
spects judgments for personal injuries 
in liability cases—the increase in per- 
sonal property damage costs—all these 
I believe broaden the possible variance 
of honest judgment and opinion as to 
the actual worth of any outstanding 
claim. In addition we must always in 
matters of judgment take into consider- 
ation the human element. Differences 
in experience and temperament will 
practically always independently pro- 
duce different values from exactly the 
same set of facts... . I have found the 
local claims managers as well as the 
home office examiners of insurance com- 
panies most cooperative in these efforts 
to get an adequate and reasonable value 
established on any case brought to their 
attention.” 


“As insurance buyers you negotiate 
insurance contracts with the insurance 
companies’ underwriters or its repre- 
sentatives. Why not negotiate with the 
claims man on the value of losses? You 
check the bills you receive from insur- 
ance companies; why not check the 
losses you are being charged with? You 
check the cost of plant improvements 
as compared with the reductions you 
will receive in your fire rate; why not 
check the makeup of your experience- 
rated insurance risks? The open value 
of personal injury claims in their very 
nature permit extreme variations in esti- 
mating their ultimate costs. Also prop- 
erty damage claims can remain open 
for exceptionally long periods. There- 
fore do not neglect to look into this 
matter in these two fields as well.” 


The pitfalls and possibilities of self- 
insurance were described by Peter Drake, 
New York City, insurance manager 
Schenley Distillers Corporation, in an- 
other of the meeting’s principal ad- 
dresses. He held that the following ques- 
tions must be considered in determining 
whether a company should self-insur- 
ance or purchase coverage: 


1. Is the prospective self-insurer in 
a financial position to assume uninsured 
losses that may destroy an entire plant, 
warehouse, or store? 


2. If the answer to the first question 
is no, is the prospective self-insurer pre- 
pared to establish an adequate insurance 
reserve or fund, predicated on insurance 
rates used by commercial insurance com- 
panies and based on realistic insurable 
values? 


3. Is the prospective self-insurer pre- 
pared to provide, within its own organ- 
ization, loss prevention service based on 
time-tested engineering principles, and 
comparable with the services which are 
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being provided by ably-managed and 


progressive insurance companies? 


4. Has the prospective self-insurer 
in its employ a top-flight executive who 
is capable of determining which risks 
may be safely assumed, and who is pre- 
pared to administer the self-insurance 
program? 


5. What benefits will be derived 
from self-assumed risks other than the 
hope of financial gain? 


“The most important thing to re- 
member,” he declared, ‘“‘is that it is fool- 
hardy to assume insurable risks if the 
happening of an uninsured loss could 
result in serious financial embarrassment 
to your company. The practice of self- 
insurance is based on the application of 
the theory that a mercantile or indus- 
trial company can safely assume risks 
such as fire, public liability, property 
damage, crime hazards and workmen’s 
compensation by setting up adequate 
reserves. In order that the plan may be 
placed on a sound actuarial basis it is 
necessary that such reserves be built up 
by using the premium rates established 
by rating boards or bureaus and which 
are used by insurance companies. If 
competent loss inspection service is pro- 
vided, and an adequate amount of catas- 
trophe or excess insurance is secured to 
take care of large losses, and if there is 
a sufficient spread of risk, a self-insured 
plan follows to all intents and purposes 
the methods used by well-managed in- 
surance companies. The operations of 
such a self-insured plan, if well-man- 
aged, should have a reasonable amount 
of success.” 


The speaker admitted that, as to fire 
insurance, it may be difficult to secure 
proper excess or catastrophe insurance 
at present in domestic insurance com- 
panies. As to pressure vessels, power 
generating equipment, and elevators the 
prudent insurer is prone to depend upon 
insurance company coverage because of 
superior inspection service. Regular 
automobile insurance is usually desirable 
because the combined cost of claims 
settlement and the cost of the required 
excess coverage is high. Self-insurance 
as to fidelity coverages hardly seems 
practical, since the average employer 
may not have facilities to make investi- 
gations, and the amounts trusted em- 
ployees may steal are unpredictable. As 
to workmen’s compensation, progressive 
insurance companies make available 
plans which permit coverage upon what 
amounts to a cost-plus basis. These in- 
clude practically all the advantages of 
self-insurance and eliminate some of its 
pitfalls. 


It was pointed out that a principal 
drawback in connection with self-in- 
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surance plans is that amounts set aside 
as reserves by the self-insurer are not de- 
ductible items in computing Federal in- 
come tax liability, but only losses and 
expenses sustained. 


HE relationship between insurance 

and the general business outlook 
under current conditions was sketched 
by Howard R. Bowen, dean of the Uni- 
versity of Illinois College of Commerce. 
He contended that business today is 
more vulnerable than is generally ad- 
mitted and that there are a number of 
strategic factors which, in combination, 
could produce a sharp recession. He 
listed the factors as: a possible decline 
in expenditures for producers durable 
equipment; termination of inventory ac- 
cumulation; and a decline in exports. 


“A serious strain on the insurance fa- 
cilities of this country has resulted from 
the great expansion in economic activ- 
ity, the inflation of property values, the 
difficulties of replacing facilities, and 
the increase in losses,” he said. ‘The 
question of what to do about it is very 
much in the minds of insurance buyers, 
insurance companies, and state regula- 
tory agencies. The key to the answer 
lies in the future trend of business activ- 
ity and prices. On the assumption that 
business will remain active and that 
prices will remain high or even rise, 
drastic action would be needed in order 
to expand our insurance facilities to ac- 
commodate legitimate needs for cover- 
age. 


“On that assumption it might be jus- 
tifiable to pursue various of the proposed 
remedies, among them, increased capital- 
ization of insurance companies, organ- 
ization of new insurance companies, ex- 
tension of self-insurance, revision of 
practices relating to unearned premium 
reserves, reduction in agency compensa- 
tion, elimination of term policies, great- 
er efforts to prevent losses, increased 
rates, etc. On the other hand, with the 
Opposite assumption that we are now 
on the crest of a boom and can expect 
declining business activity and prices in 
the near future, these measures would 
become less urgent, and at the same time 
the problem of coverage for the insur- 
ance buyer would tend to disappear.” 

“We are not clearly over the infla- 
tionary hump. Therefore buyers of in- 
surance must still look to their cover- 
age. On the other hand the insurance 
market probably will be eased when the 
present boom comes to an end, as it will 
sooner or later. Nevertheless, even if 
we have a recession, the total amount of 
insurance facilities needed in this coun- 





try will be far above pre-war require- 
ments. This is true because the price 
level probably will be higher than it was 
before the war, because as a result of the 
great capital expansion of the past few 
years the amount of insurable property 
will be much greater than ever before, 
and because the country has become 
more insurance-minded and more con- 
cerned to get adequate protection.” 


A number of the points which have 
been brought home to industry by oper- 
ation of pension plans in recent years 
came up for discussion in the session on 
current thinking on employee retire- 
ment plans which closed the meeting. 


Ivan L. Willis, Chicago, vice-presi- 
dent International Harvester Company, 
warned management against considering 
a pension program a gift to employees, 
and gave it as his opinion that the 
paternalistic approach is not fruitful in 
realizing maximum benefits from the 
program. Serious consideration should 
be given to the advantages of a joint 
contributory program. Whether it is 
done at the bargaining table or through 
some other approach the advantages 
gained by determining the interest and 
desires of the employees should not be 
discounted. Management, he said, should 
drop the idea that pension programs are 
too involved and complicated for em- 
ployees to understand or to bargain with 
unions about. 


Esmond B. Gardner, New York City, 
vice-president Chase National Bank, 
stressed the growing importance of the 
human relations aspects attached to pen- 
sion plans. He discussed eligibility and 
retirement date provisions, and stated 
that there is an economic waste in hav- 
ing employees contribute to retirement 
plans under present tax laws. He con- 
tended that an employee-contributed 
dollar is worth only fifty-four cents in 
retirement benefits against a full dollar 
value of employer contributions, with- 
out even considering the administrative 
cost of deducting employee contribu- 
tions and maintaining cumulative rec- 
ords of them. 


Maurice F. Lipton, New York City, 
director of group annuities Equitable 
Life Assurance Society, analyzed plans 
of various types, and pointed out that 
while about 40,000 organizations pro- 
vide group life insurance only about 
7,500 have pension plans. He predicted 
that eventually average benefits will be 
about 50% of the employee’s average 
earnings over the entire period of his 
membership in a pension plan, inclusive 
of Social Security benefits, and that 
when our productivity permits of ef- 
fective retirement at sixty years of age, 
industry will tend to lower the normal 
retirement age. 
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COVERING PERIOD FROM NOVEMBER 1, 1947, THROUGH NOVEMBER 30, 1947 





450, DECEMBER MEETINGS SCHEDULED. Among the meet- 
ings of general insurance interest scheduled for 
December are the following: National Association of 
Insurance Commissioners, Miami Beach, Florida, De- 
cember 7-10; California Association of Mutual In- 
surance Agents, Coronado, California, December 8-9; 
Utah Association of Mutual Insurance Agents, Salt 
Lake City, December 12; Association of Life Insur- 
ance Counsel, New York, December 16; Life Insurance 
Association of America, New York, December 17-18; 
Institute of Life Insurance, New York, December 19; 
American Association of University Teachers of In- 
surance, Chicago, December 29. 





451, BUXTON HEADS MINNESOTA MUTUALS. John A. Bux- 
ton, president, Mutual Implement and Hardware In- 
surance Company, Owatonna, Minnesota, was elected 
president of the Minnesota Association of Mutual In- 
surance Companies at the organization's recent an- 
nual meeting in Minneapolis. Other officers elect- 
ed include: vice president, Hjalmar L. Hjermstad, 
president, Citizens Fund Mutual Fire Insurance Com- 
pany, Red Wing, and secretary-treasurer, A. J. Dahl- 
strom, Minneapolis. 





452, AERO QUITS AVIATION FIELD. G. L. Lloyd, Man- 
ager of Aero Insurance Underwriters, has announced 
the withdrawal of the group from the aviation in- 
surance field, effective December 31, 1947. All 
policies in force at the end of the year will con- 
tinue to be serviced until expiration. The organ- 
ization in its present form will be dissolved when 
all outstanding commitments have been fulfilled. 





453. NEW SHORT RATE TABLE. Promulgation of an im- 
proved short rate cancellation table for use ona 
countrywide basis has been announced by the various 
rating bureaus in the fire, casualty and inland 
marine insurance fields. The new table, which has 
been approved by many state insurance departments, 
is expected to eliminate much confusion in the busi- 
ness as well as remove one of the problems arising 
in connection with the writing of multiple coverage 
policies. It also reduces the penalty charge in the 
table now in effect, the new charge being held toa 
maximum of 10% compared with 20% at six months in the 
present one year short rate table. 





454, JAPANESE LIFE COMPANIES REORGANIZED. A na- 
tionwide campaign to secure additional policies was 
carried out in Japan during November following con- 
pletion of readjustment and reorganization of Japan- 
ese life insurance companies. Under the reorgan- 
ization there are four limited companies, sixteen 
mutual companies, while seven have changed names. 





455, WHITE REELECTED IN MISSISSIPPI. Jesse L. White 
Insurance Commissioner of Mississippi, was reelect- 
ed to office at the November 4 election. Commission- 
er White, who was unopposed for the office, is a 
member of the executive committee of the National 
Association of Insurance Commissioners. 





456. MICHIGAN RULES ON STOP-LOSS COVER. Insurance 
companies insuring self-insurers are not writing 
reinsurance within the meaning of the insurance code 
but are providing a form of direct coverage, accord- 
ing to a recent opinion of the Michigan attorney gen- 
eral. The opinion was requested by Commissioner 
David A. Forbes after he was asked whether the insur- 
ance department took jurisdiction over reinsurance 
of self-insurers. Although previous opinions had 
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been obtained on the subject of so-called "stop- 
loss" coverage, bought by authorized self-insurers, 
material changes were made in the insurance laws en- 
acted by the 1947 legislature again raising the 
issue. 


457, CORWIN SHANK DIES. Corwin S. Shank, senior 
member of the Seattle, Washington, law firm of 
Shank, Rode, Cook, and Watkins, and widely-known 
authority on insurance law, died Nov. 9 at La 
Jolla, California. He was one of the founders of 
the Northwestern Mutual Fire Association, Seattle. 





458, LLOYDS TRUST PROVISION FROZEN. Three new 
amendments to the trust instrument of Lloyd's of 
London, as announced by Mendes and Mount, United 
States representatives, provide: (1) The trust can- 
not be varied or modified or can a closing date be 
declared prior to December 31, 1967; (2) The trust 
cannot be revoked before that date, and only then if 
Great Britain is not engaged in war with a European 
power; (3) The trustee shall always be an American 
bank which is a member of the Federal Reserve system. 
Present title to premiums from insurance policies 
in force in this country is vested in the City Bank 
Farmers Trust Company, the trustee. Under the old 
trust instrument provision was made for variation 
or modification at any time, although the trust could 
not be revoked at a time when Great Britain was in- 
volved in a European war. 








459. MUTUAL AGENTS SELECT COMMITTEES. Benjamin G. 
Sager of Cleveland, Ohio, president of the National 
Association of Mutual Insurance Agents, has named 
the following committee chairmen for the coming 
year: membership, Henry D. Bean, Haddonfield, New 
Jersey; agency qualification laws, H. C. Fenno, 
Philadelphia, Pennsylvania; agency management, 
Floyd H. Craft, Greensboro, North Carolina; by-laws, 
James F. Minor, Charlottesville, Virginia; company 
relations, Charles M. Boteler, Washington, D. C.; 
educational, Bryson F. Thompson, New Haven, Connec- 
ticut; resolutions, George F. Jones, Charlotte, 
North Carolina; finance and budget, John H. Kroll, 
Washington, D. C.; aviation insurance, Hugh H. Mur- 
ray, Jr., Raleigh, North Carolina; fire and accident 
prevention, Elliott P. Curtiss, Stratford, Connecti- 
cut; advertising and public relations, J. Wayne Bar- 
ker, Nashville, Tennessee; 1949 convention, Joseph 
E. Magnus, Chicago, Illinois; nominating, Robert F. 
Baldwin, Dayton, Ohio. Members of the new executive 
committee are: Benjamin G. Sager, Cleveland, Ohio; 
Hugh H. Murray, Jr., Raleigh, North Carolina; Corey 
G. Hunter, Moravia, New York; George D. Ratliff, 
Jackson, Mississippi; H. C. Fenno, Philadelphia, 
Pennsylvania; Lee E. Davis, Dallas, Texas; John H. 
Kroll, Washington, ND. C.; J. Wayne Barker, Nash- 
ville, Tennessee; C. M. Boteler, Washington, D. C.; 
Floyd H. Craft, Greensboro, North Carolina; E. F. 
High, Columbus, Ohio, and Joseph F. Conroy, New York 
City, New York. The 1948 annual meeting will be held 
at the Hotel Shoreham, Washington, D. C. October 
18-20, 1948. A mid-year meeting will be held at the 
French Lick Hotel, French Lick Springs, Indiana, 
May 10-12, 1948. 





460, NEVADA BANS MULTIPLE LINE UNDERWRITING. The 
attorney general of Nevada in an opinion to Insurance 
Commissioner J. P. Donovan covering the subject of 
multiple line underwriting has held that no insur- 
ance company shall be authorized to transact any 
kind or kinds of insurance other than those enumer- 





DECEMBER, 1947—-29 





ated in the respective classes. He pointed out that 
until the legislature makes regulations for multiple 
line underwriting, such business will not be per- 
mitted within the state under the present insurance 
act. 


461. 1948 MASSACHUSETTS AUTO COVER. All insurable 
automobile risks in Massachusetts will be guaranteed 
renewal of their 1947 compulsory and voluntary cov- 
erages in 1948, under an emergency "freeze-renew" 
plan agreed to by all casualty companies writing 
compulsory insurance in Massachusetts, Insurance 
Commissioner Charle F. J. Harrington has announced. 





462, LIFE AGENCY MANAGERS ELECT DOWELL. Dudley Dow- 
ell, vice president in charge of agencies of the New 
York Life Insurance Company, was named president of 
the Life Insurance Agency Management Association at 
the close of the organization's annual meeting held 
in Chicago, November 12-14. 








463, HARRIS HEADS NEW ENGLAND 1752 CLUB. Edmund S. 
Harris, Boston, special agent of the Merchants Mu- 
tual Casualty Company, Buffalo, New York, has been 
elected president of the New England 1752 Club, 
fieldmen's organization of mutual insurance com- 
panies. Other officers elected include: vice presi- 
dent, John Adams, Jr., resident secretary, Central 
Manufacturers Mutual Insurance Company; secretary, 
Charles Crowley, Lumbermens Mutual Casualty Conm- 
pany; and treasurer, Frederick T. Cronin, Merrimack 
Mutual Fire Insurance Company. 





464, WHEAT CROP HELD NOT INSURED. The United States 
Supreme Court on November 10 in a 5-4 decision upheld 
an appeal of the Federal Crop Insurance Corporation 
in reversing a lower court decision relating to lia- 
bilities for wheat coverage. The court held that 
Merrill Brothers, Idaho wheat farmers, had violated 
an F.C.1I.C. regulation which precluded from cover- 
age "spring wheat which has been reseeded on winter 
wheat acreage in the 1945 crop year." 





465, OCTOBER FIRE LOSS. Preliminary estimates of 
the National Board of Fire Underwriters place Octo- 
ber, 1947, fire losses at $54,946,000, an increase 
of 37% over October, 1946. The total estimated loss 
for the first ten months of this year of $572,928,- 
000, is 25.1% greater than the amount reported for 
the same period last year, and breaks all previous 
fire loss records, not only for a ten-month period, 
but for any single year in United States history. 
Estimated fire losses by months: 
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SN eae WA cck bee cme an 44,240,000 50,849,000 
MS sraathies wae aioe 40,998,000 49,357,000 
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MEME steven was $458 , 687 , 000 $572,928,000 


466, SEPARATE POLICY COLLECTION ACCOUNT. The New 
York Insurance Department on November 12 issued reg- 
ulations drawn up to carry out provisions of the new 
law aimed at getting around the evil of agents and 
brokers borrowing company funds for personal use. 
A major rule in the regulations provides that- all 
premiums must be placed in a bank account entirely 
separate from any other. No disbursements are per- 
mitted from such an account, except to remit premi- 
ums to the insurance companies, to return premiums 
to the assured, or for the purpose of transferring 
the producer's commission to an operating account. 








467. CAHILL HEADS CASUALTY ACTUARIES. James M. Ca- 
hill, secretary, National Bureau of Casualty Under- 
writers, was elected president of the Casualty Actu- 
arial Society at the organization's annual meeting 
held in New York City on November 14. He succeeds 
Charles J. Haugh, secretary, Travelers Insurance 
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Company. Other officers elected include: vice pres- 
idents, Harmon T. Barber, associate actuary, casu- 
alty department, Travelers Insurance Company, and 
Russell P. Goddard, assistant actuary, American 
Mutual Liability Insurance Company; secretary- 
treasurer, Richard Fondiller, Woodward and Fond- 
iller, consulting actuaries; editor, Emma C. May- 
crink,: secretary-treasurer, Association of New York 
State Mutual Casualty Companies; librarian, Thomas 
0. Carlson, actuary, National Bureau of Casualty 
Underwriters. New members of the Society's council 
are: George B. Elliott, compensation actuary, Penn- 
sylvania Insurance Department; N. E. Masterson, vice 
president and actuary, Hardware Mutual Casualty Com- 
pany; Jarvis Farley, actuary and assistant secre- 
tary, Massachusetts Indemnity Company; Arthur N. 
Matthews, assistant actuary, casualty department, 
Travelers Insurance Company; and John W. Carleton, 
assistant actuary, Liberty Mutual Insurance Com- 
pany. 


468, MARYLAND RULES ON GROUP INSURANCE. Companies 
writing group insurance in Maryland have been noti- 
fied by Insurance Commissioner Claude A. Hanley, 
that Section 93 of Article 48A of the Maryland Stat- 
utes shall not be construed as applying to policies 
of group life, group accident and health, group 
creditors, or group mortgage redemption insurance, 
except in the last two classes under which payment 
of premiums as required to be made, in whole or in 
part, by the debtor or the mortgagor, and such insur- 
ance is made obligatory and the condition precedent 
to the granting of such loan or mortgage. 


469. McCLAIN REELECTED. James A. McClain, president 
of the Guardian Life Insurance Company, has been re- 
elected president of the Insurance Institute of 
America, Inc. Other officers include: vice presi- 
dents, John A. Diemand, president, North America 
Companies; Harold P. Jackson, president, Bankers In- 
demnity Company; and secretary-treasurer, E. R. 
Hardy. 


470, STOCK INCREASE VOTED. The Northwest Casualty 
Company, Seattle, has voted to increase its capital 
stock by two separate stock issues, one of 3,000 
shares of $100 par value common stock, and the other 
of 30,000 shares of 6 per cent preferred $10 par 
stock. The common stock will be purchased by the 
Northwestern Mutual Fire Association. The preferred 
stock is being offered for sale only to employes of 
the Northwestern and its subsidiaries. 





471. CANADIAN FIRE LOSSES. Estimated Canadian fire 
losses for October, 1947, totalled $4,274,560, ac- 
cording to the Monetary Times, compared with §$3,- 
258,950 in the same month last year. Total losses 
for the first ten months of 1947 are estimated at 
€51,691,010 compared with $47,307,680, a year ago. 


‘ 


472, HARRIS NEW MINNESOTA COMMISSIONER. Newell R. 
Johnson has resigned as insurance commissioner of 
Minnesota, effective December 1, and Armand Harris 
of St. Paul, has been named to succeed him in the 
post. The new commissioner has been engaged in the 
insurance buSiness nearly thirty years and three 
months ago was appointed head of the new rating divi- 
sion of the insurance department to administer new 
rating laws. He is a past president of the Minnesota 
Association of Insurance Agents. Retiring Commis- 
sioner Johnson, a former president of the National 
Association of Insurance Commissioners, was first 
appointed to the office in 1941 by Governor Harold 
Stassen and was reappointed by Governor Youngdahl in 
February of this year for a six year term. No an- 
nouncement has been made concerning his future plans 
but reports are current that he will become associ- 
ated with a Minnesota life insurance company. 








473, AMENDS NATIONWIDE DEFINITION. Amendment of the 
nationwide definition and interpretation of the in- 
suring powers of marine and transportation under- 
writers to permit the writing of floor plan risks 
under inland marine forms has been announced by In- 
surance Commissioner W. Ellery Allyn of Connecticut. 





JOURNAL OF AMERICAN INSURANCE 








ES 


——. 





FF o_o Fe 6 


, Fn FF Ee Sh 


ee SE "we 


=. = ev" 


—— = Te lel 


ns Vw a we *L* 


ne 2 US es hl S”6hCU 


7 =. 2 





474, JOHN C. PIVER DIES. John C. Piver, founder, 
editor and publisher of Underwriters' Report, San 
Franeisco, died on November 16 after an extended ill- 
ness. 


475, LIFE INSURANCE PURCHASES INCREASE. Life insur- 
ance purchases in the United States in October show- 
ed an increase of 3% over purchases in the corres- 
ponding month of last year, and were 52% greater than 
the aggregate reported for October, 1945, the Life 
Insurance Agency Management Association of Hartford, 
Connecticut, reports. Total purchases in October 
were $1,856,703,000 compared with $1,796,548,000 in 
October, 1946. 


476, SEEK ASSIGNED RISK COMMISSIONS. Demands for 
payment of commissions to producers on assigned auto- 
mobile risks were voiced by members of the Insurance 
Brokers Association of Massachusetts at a recent 
meeting. 





477, IOWA MUTUALS ELECT LARSON. E. A. Larson, sec- 
retary, Pioneer Mutual Insurance Association, Red 
Oak, Iowa, was elected president of the Iowa Associ- 
ation of Mutual Insurance Associations, at the or- 
ganization's annual convention held in Des Moines, 
November 18-19. Lester T. Jones, vice president, 
Town Mutual Dwelling Insurance Company, Des Moines, 
was named vice president and Harry L. Gross, secre- 
tary, Iowa Mutual Tornado Insurance Association, 
Des Moines, was reelected secretary-treasurer. 





478, BURNS RESIGNS VERMONT POST. Charles E. Burns 
bas resigned as insurance commissioner of Vermont, 
effective December 1, and will join the Bishop De- 
Goesbriand Hospital in Burlington as business man- 
ager. Donald A. Hemenway, who served in the post 
from 1937 to 1941, has been named by Governor Ernest 
W. Gibson to succeed Burns. Since leaving the office 
of commissioner, Hemenway has been assistant man- 
ager of the Travelers at Manchester, New Hampshire, 
but has retained his residence at Sheldon, Vermont. 





479, J. B. LEVISON DIES. Jacob B. Levison, retired 
chairman of the boards of the Firemen's Fund Con- 
panies, died in his home in San Francisco on November 
22 at the age of 85. 





480, ALC VICE PRESIDENTS NAMED. R. B. Richardson, 
president of the American Life Convention and of the 
Western Life Insurance Company, Helena, Montana, has 
announced the appointment of forty-five vice presi- 
dents of the Convention to serve through 1948. The 
appointments are for forty-one states, the District 
of Columbia, and three provinces of Canada. 





481, AUTO POLICY REVISED. A revision of the standard 
provisions for the basic automobile policy has been 
announced jointly by the National Bureau of Casualty 
Underwriters, the Mutual Casualty Insurance Rating 
Bureau and the American Mutual Alliance, the new 
provisions to be effective December 1, 1947. Changes 
in the physical damage provisions in combination 
policies have also been announced by the National 
Automobile Underwriters Association and the Amer- 
ican Mutual Alliance, with the same effective date. 
All comprehensive liability policies and the garage 
policy also are being revised to reflect the changes. 
It is expected that the provisions wil become stand- 
ard in virtually all states. 





482, PARAMOUNT MUTUAL TAKEN OVER. An order plac- 
ing the Paramount Mutual of Philadelphia in the 
hands of the state insurance department to deter- 
mine if the company shall be dissolved or rehabil- 
itated, has been secured by the state department 
of justice from the Dauphin County Court. The ac- 
tion was taken at the request of officials of the 
company. 


483, MUTUAL SALES AND AGENCY CONFERENCE. Panel 
discussions concerning automobile problems, espe- 
cially as they affect local agents, featured the 
sales and agency conference of the automotive and 
casualty section of the National Association of 
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Mutual Insurance Companies held in Chicago Novem- 
ber 20-21. Among the topics discussed were: how 
to enlist the cooperation of agents in meeting 
present conditions; rebuilding agency organiza- 
tions for the future; direct mail advertising; ac- 
cident prevention; training agents to select bet- 
ter risks; and how to interest agents in writing 
general casualty lines. An amendment to the or- 
ganization's by-laws was adopted by the executive 
committee changing the name of the section to the 
Conference of Mutual Casualty Companies of the Na- 
tional Association of Mutual Insurance Companies. 


484, NEW MUTUAL ORGANIZED. Maryland Livestock In- 
surance Company, a mutual carrier, has been or- 
ganized at Baltimore, Maryland to write mortality, 
floater and trip transit livestock risks in the 
state. McCord Sollenberger is president of the 
company. 


485, OCTOBER TRAFFIC DEATHS. Traffic deaths in the 
United States during October, 1947, were 2,960, a 
decrease of 2% from October, 1946, according to the 
National Safety Council. A total of 26,160 traffic 
fatalities was reported for the first ten months of 
1947, a 4% decrease from the corresponding period 
last year. Traffic fatalities by months: 
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486, INDEPENDENTS ELECT SNODGRASS. Philip N. Snod- 
grass, secretary, General Casualty Company of Wis- 
consin, Madison, was elected president of the 
National Association of Independent Insurers at 
the organization's annual meeting held in Chicago, 
November 20-21. Other officers elected include: 
vice presidents, John H. Carton, president, Wolver- 
ine Insurance Company, Lansing, Michigan; A. R. 
Nelson, president, Hawkeye Casualty Company, Des 
Moines; Walter L. Hays, president, American Fire 
and Casualty Company, Orlando, Florida; secretary, 
Robert B. Goode, secretary, Allied Mutual Casualty 
Company, Des Moines; and treasurer, J. E. Faust, 
assistant secretary, State Automobile Insurance 
Association, Indianapolis. 





487, DISCONTINUES RACE-HORSE WRITINGS. The Insur- 
ance Company of North America, effective December 
1, discontinued writing race and steeplechase horse 
mortality cover. It will continue, however, to 
write show horses and other like classifications. 
Race horse mortality has generally been an accom- 
modation line. 





488, HOLMES SEEKS REELECTION. John A. Holmes, state 
auditor and insurance commissioner-of Montana since 
1932, has announced that he will be a candidate for 
reelection on the Democratic ticket in 1948. 


489, LOUISIANA MUTUAL AGENTS. P. L. Thibaut, Jr., 
New Orleans, has been elected president of the Lou- 
isiana Association of Mutual Insurance Agents. 
Other officers include: vice presidents, W. S. 
Vincent, Jr., New Orleans and B. H. Rainwater, Jr., 
Ruston; and secretary, Arthur G. Levy, New Orleans. 


490. FAMILY AVERAGE LIFE INSURANCE UP. According 
to the Institute of Life Insurance the national av- 
erage per family ownership of life insurance in- 
creased to $4,400 for 1946, compared with $4,000 in 
1945. The District of Columbia continued to lead 
with an average of $7,200 per family. Following 
were Delaware, second; New York and New Jersey, 
third; Connecticut, fourth; and Illinois and Rhode 
Island, fifth. Arkansas had the low of $1,600 per 
family. The total of insurance in force was $171, - 
009,198,000. 
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law 442; Canadian agents 411; General Agents 
185; licensing 68, 85, 86, 136, 222; member- 
ship increase 155; municipal property 69; mutual 
agents 459, 433; plan film 360; policy collection 
account 466; qualifications 121; commissions 
476; Welsh 429. 


COMMISSIONERS — Association 14, 
163, 221, 330; Alabama 81, 253; California 
33, 236; Camada 351, 368, 379, 411; Con- 
necticut 90; Florida 388; Idaho 268; Indiana 
192; lowa 128, 355, 412; Louisiana 107; 
Maine 117, 245; Maryland 202; Massachu- 
setts 153; Michigan 98, 446; Minnesota 54, 
472; Mississippi 367, 455; Missouri 58, 101, 
112; Montana 488; Nebraska 113, 289; New 
York 45, 150, 176; Ohio 17; Oklahoma 334; 
Pennsylvania 35; Rhode Island 62; Texas 74; 
Vermont 478; West Virginia 67, 276; Wis. 299. 


COMPANIES—Aero Insurance Underwriters 452; 
Aetna 78, 254; American Farmers Mutual Cas- 
ualty Co. 415; American States 406; Athletic 
Mutual 329; Badger State 115; Butchers’ Mu- 
tual changes name 64; Cathay Insurance Co. 
162; Central Manufacturers 211; Columbiana 
County Mutual 15; Constitution Reinsurance 
284; Continental Casualty 304; Dairymen’s Mu- 
tual merger 56; Employers Mutual Casualty 
434; Factory Mutual merger 31; Federal Mu- 
tual 188; Firemen’s Fund 94; Friendly Service 
Mutual 309; Grain Dealers 297; Great American 
Group 384; Halifax County Mutual 349; 
Hardware of Minnesota 172; Hartford Steam 
Boiler 441; Hawkeye Casualty 30; Hingham 
Mutual 50; Hudson-Mohawk absorbed 123; 
Insurance Company of North America 487; 
lowa Hardware 317; Kentucky and Louisville 
Mutual Insurance Company 96; Keystone Mu- 
tual Casualty 239, 306; London Lloyds 458; 
Lumbermens of Mansfield 130; Lumbermens 
Mutual Casualty 99, 311, 417; Manufacturers 
Mutual 120; Maryland Casualty 49; Maryland 
Livestock Insurance Co. 484; Massachusetts 
Bonding 323; Mayflower Mutual 84; Mid- 
Western Indemnity 87; Motorists Mutual 38; 
Mutual Boiler 148; Mutual Commerce Casualty 
424; Mutual Fire & Tornado Association 92; 
Nebraska Hardware 110; Northwest Casualty 
Company 470; Northwestern Mutual 72; Okla- 


105, 157, 


homa Farm Bureau Mutual 339; Paramount 
Mutual 416, 482; Pennsylvania Casualty 3; 
Potomac Insurance Company 414; Preferred 
Accident 66, 137, 181, 189, 336, 426; Pre- 


f-rred Risk Mutual 25; Providence Washington 
Indemnity 342; Richmond Mutual Ins. Co. 
363; Seaboard Surety 24; Security Mutual 271; 
Service Fire Insurance Company 373; Shelby 
Mutual 218; Standard Surety 275; State Farm 
413; Union Reinsurance 314; U. S. Guarantee 
354; Yorkshire 288; Zurich Life 448. 


COURTS—Assessment 108; assigned risk 28; auto 
dealers 2, 16, 86, 206, 222, 361; brokers license 
law 442; crop insurance 464; Erie school case 
143; homicide 287; rate injunction 93; fraud 
443; rate case 42, 118, 161; New Jersey decision 
8; policy limitation 269; refunds 312; Income 
tax 106, 313; salaried agents 214; seek damages 
410; licensing 187; WDC premium suit 26, 151, 
210; workmen’s compensation 80, 116, 127, 230. 


DEATHS—Barry 135; Bassett 190; Bowman 292; 
Brosmith 57; Brown 77; Byron Clark 174; 
Charles S. Clark 272; Collins 125; Cooper 
171; Dendel 296; Donaldson 205; Duncan 
247; Dunn 65; Emery 12; Fleming 278; Fuge 
405; Godwin 251; Gunderson 20; Horton 399; 
Leahy 4; Levison 479; Luebke 167; Milne 
200; Perschbacher 260; Piver 474; Platt 283; 
Robinson 431; Schmitt 194; Shall cross 156; 
Shank 457; Tarbell 340; Unverzagt 238; Vold- 
man 232; Westbrook 420; Whiting 225; Wolfe 
348; Yaggy 365. 


INDIVIDUALS — Alexander 128; A. F. Allen 


449; G. E. Allen 99; Allyn 90; Baumann 
378; Bisson 62; Brainerd 441; Brock 211; 
Brooks 437; Brown 122; Burns 478; Butler 


276; Buxton 451; Cahill 467; C. M. Cartwright 
344; R. N. Cartwright 253; Chervanek 373; 
Christian 72; Clement 231, 285; Coburn 111; 
Cole 336; Constable 188; Crum 218; Davis 
150; Dennis 218; Dineen 45; Donlon 419; 
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MISCELLANEOUS — Army 


ORGANIZATIONS — Allied Lines 


Dowell 462; Downey 33; Dressel 38; Duel 
299; Dull 137; Durkin 279; Earle 319; Falvey 
392; Fink 271; Forbes 98, 446; French 216; 
Gallahue 406; Gates 364; Gesen 234; Gibbs 
74; Grimm 114; Gunn 434; Gustafson 141; 
Gwaltney 81; Haines 219; Hanley 202; Harff 
243; Harper 49; Harrington 153; E. S. Harris 
463; Armand Harris 472; Hemenway 478; 
Hersey 50; Hill 70; Hubbard 268; Humphrey 
397; Ibsen 284; Jacobs 301; Johnson 54, 472; 
Jones 354; Kemper 294, 407; Kern 211; King 
60; Knight 286; Koop 384; Koser 255; Kuechle 
281; Larson 477; Lehmkuhl 110; Leighton 
375; Leslie 198; McAuliffe 352; Malone 35; 
Martin 107; McClain 469; McClelland 386; 
McCotter 449; Mingenbach 51; Morrill 176; 
Nail 130, 449; Nickell 338; Otto 449; Pease 
148; Perkins 117; Pierce 223; Polley 229; 
Reed 398; Richard 185; Richardson 357, 408; 
Ritchie 242; Sager 433; Shannon 317; Shield 
17; Smitheman 381; Snodgrass 486; Sommer 
371; Soule 245; Stone 113; Edward I. Taylor 
78; Stanley W. Taylor 379; Thompson 221; 
Tower 188; Train 449; Trout 382; Wagner 
207; Wallace 37; Watt 24; Watters 394; 
Weaver 240; Welborn 182; Welsh 429; Jesse 
L. White 367, 455; Lowell White 370; Mur- 
ray M. White 227. 


LEGISLATION—Cal. Assigned Risk 180; crop 


insurance 320; D. C. rates 302; 
dealer licensing 68; extension granted 44; 
health bill hearings 310; keys in parked cars 
19; Maine fire policy 204; Maine rates 40; 
Missouri impounded funds 47; moratorium _ex- 
tension 274, 308; replacement cover 75; Risk 
Research rating bill 59; township mutuals 41; 
WDC 23, 263; West Virginia Insurance Com- 
mission 67; Wyoming Dept. transfer 102. 


132, 199, 


MEETINGS—Arkansas Mutual Agents 252; Assn. 


of Mutual Fire Insurance Engineers 439; Fire 
Prevention Conference 11, 196, 258, 389; 
Fire Underwriters Assn. of Pacific 111; Fire 
Waste Council 175; Hemispheric Conference 
Committee 374; Highway Safety Conference 
103; Illinois Assn. Mutual Insurance Cos. 437; 
Insurance Buyers of Pittsburgh 249; Iowa 
mutuals 477; Iowa Mutual Agents 168; Loss 
Managers Conference 436; Louisiana Mutual In- 
surance Agents 489; Meetings scheduled by 
months — March 53, April 100, May 144, 
June 183, September 324, October 369; No- 


vember 403, December 450; Michigan Mu- 
tuals 109; Minnesota Mutuals 451; Mutual 
Advertising—Sales Conference 425; Mutual 


Fire and Casualty Insurance Institute 395; Mu- 
tual Transportation Underwriters 129; National 
Assn. of Mutual Insurance Cos. 139, 270, 425, 
483; Nebraska Mutuals 341; N. C. Mutual 
Agents 227; Ohio Mutual Agents 173; Penn- 
sylvania State Assn. of Mutual Ins. Cos. 255; 
rating forum 391; Tenn. Mutual Agents 257. 


insurance branch 
243; arson 217; assigned risk 112, 180, 318; 
auto policy 481; British Social Security 353; dis- 
abled vets 430; traffic court judges 165; crop in- 
surance 29; driving survey 246; Ex-Commission- 
er club 166; Extend deadline 350; FCIC rein- 
surance 440; Fire Prevention Week 347; fire- 
proofing cotton 337; Fire Waste Contest 147; 
foreign regulations 34; Hemispheric Conference 
303; hotel fire safety 39; hospital plan survey 
325; Insurance Cyclopedia 10; Japanese mutual- 
ization 277, 454; Knoxville self-insurance 9; 
Manitoba Fund 13; training 328; Richmond mu- 
nicipal property 69; Saskatchewan fund 73; Sas- 
katchewan Office 27, 333; traffic contest 159; in- 
surance costs 248, 377; auto policy 208. 


Association 
61; All-Industry Committee 14; American Bar 
Association 79, 394; American College of Life 
Underwriters 341, 375; American Institute for 
Property & Liability Underwriters 327, 371; 
American Life Convention 357, 408, 480; 
American Management Assn. 259; American 
Mutual Alliance 428; Association of Casualty 
and Surety Companies 191; Association of New 
York State Mutual Casualty Companies 60; 
Bureau_of Accident & Health Underwriters 
421; Canadian Fire Marshals 242; Canadian 
Inland Underwriters Conference 307; Casualty 
Actuarial Society 209, 467; Conference Com- 


mittee on Health Insurance 372; Federation 
of Insurance Counsel 397; Federation of Mu- 
tual Fire Insurance Cos. 51, 290, 425, 449; 
Fire Companies’ Adjustment Bureau 226; In- 
surance Accounting and Statistical Assn. 207; 
Insurance Advertising Conference 381; Inter- 
American Council of Commerce and Produc- 
tion 294; International Assn. of Casualty & 
Surety Underwriters 392; International Assn. 
Industrial Accident Boards and Commissions 
419; International Assn. of Insurance Counsel 
370; International Claim Assn. 382; Mid- 
western Independent Statistical Service 422; 
Mutual Fire Ins. Assn. of N. E. 234; Mutual 
Insurance Statistical Assn. 447; National Assn. 
of A & H Underwriters 264, 286; National 
Assn. of Automotive Mutual Insurance Com- 
panies 449; National Assn. of Casualty & 
Surety Underwriters 198; National Assn, In- 
dependent Adjusters 398; National Assn. of 
Independent Insurers 486; National Assn. of 
Insurance Agents 122; National Assn. of In- 
surance Brokers 216, 285; National Assn. of 
Insurance Women 267; National Assn. Life 
Underwriters 291, 378; National Assn. of Mu- 
tual Casualty Companies 449; NAUA 229, 
432; National Board of Fire Underwriters 217, 
219; National Bureau of Casualty Underwrit- 
ers 331; NFPA 39, 134, 223, 282; Prepaid 
medical plans 36, 197, 233, 261, 315, 404; 
Risk Research Institute 59, 231, ; U. 
240; Surety Assn. of America 37, 193, 438; 
Towner Rating Bureau 438; Underwriters Lab- 
oratories 182; United Office and Professional 
Workers 279; U. S. Chamber of Commerce 
301, 303, 418; Western Und. Assn. 154. 


RATES—Allied Lines Association 61; auto lia- 
bility 95, 131; auto physical damage 169; 
boiler-machinery manual 7; compensation rate 
filings 293; fire rate increases 359; glass 119, 
179; Iowa approves rate bureaus 412; Kentucky 
injunction 93; Maryland Rating Bureau 364; 
Massachusetts fire 71; Minnesota U & O 83; 
miscellaneous liability 220; new short rate table 
miscellaneous liability 220; short rate table 453; 
N. Y. fire 184; forum 391; Wis. compensation 5 


RULINGS—Agents’ licensing 21, 85, 133, 136, 

212; Agents subject to tax 385; Bank agencies 
; binders 160; depreciation cover 32, 104, 
; cold storage lockers 91; group insurance 

468; dwelling policies 63; financed cars 

fire claims 124; installment plan 224, 
; insurance rulings review 146; license re- 
vocation 58; loss payments 149; auto cover 461; 
rate requirements 18; multiple line 266, 460; na- 
tionwide definition 88, 186, 326, 473; premium 
tax 237, 423; penalty measure 22; policy collec- 
tion account 466; qualification 121; rebating 55; 
subject to tax 413; stop-loss cover 456; strike 
wage classification 322; Union-Group plan 115, 
170, 203; vending machine 280, 376, 396; York- 
shire license 288. 


STATISTICS—A & H premiums 46, 358; air- 
line fatalities 321; Canadian fire losses by 
months—January 89, February 138, May 256, 
June 300, July 362, August 390, October 
471; Canadian premiums 48, 132; life 250, 265, 
298, 305, 335, 346, 393, 435, 445, 475, 490; 
1946 accidental deaths 1; 1946 casualty premi- 
ums 195; 1946 compensation experience 262; 
1946 countrywide auto 241; 1946 farm accident 
213; 1946 fire premiums 145; 1946 fire loss 43; 
1946 mutual premiums 409; 1946 traffic deaths 
52; traffic fatalities by months—January 97, Feb- 
ruary 140, March 177, April 215, May 273, 
June 316, July 366, August 400, September 
444, October 485; turkey brooder losses 178; 
U. S. fire losses by months—January 82, Feb- 
ruary 126, March 158, April 201, May 244, 
June 295, July 345, August 383, September 
427 October 465. 


TAX—agents subject to tax 385; Florida tax not 
retroactive 142; Nebraska gross premium tax 
ruling 423; premium tax 6, 237; St. Louis in- 
come tax 106, 313; State Farm subject to 
Nebraska tax 413; State insurance taxes 386. 


WORKMEN’S COMPENSATION — Pennsylvania 
probe 343; voids Kentucky law 230; domestic 
servants 228; Kansas commission 338; Michi- 
gan commission 70. 
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Among automobile manufacturers and motor- 
ists Holley products have meant dependable 
performance since 1899. The carburetors, 
distributors and fuel pumps which bear the 
famous Holley name are manufactured in three 
plants located in the Michigan Cities of 
Detroit, Portland and Clare. The Workmen’s 
Compensation insurance protection on all 
three units is carried by this Company. 


There are 1800 skilled workers in the Holley 
organization, building high standards of per- 
formance into the units which equip millions 
of passenger and commercial cars. To protect 
these valued employees against on-the-job 
hazards and accidents, Holley management 
works closely with Michigan Mutual’s Safety 
Engineers in accident prevention planning. 
It thereby reduces financial losses for itself 
and its employees. 


Holley product users expect and get depend- 
able performance because exacting standards 
of workmanship and materials go into every 
unit. The many thousands of employers pro- 
tected by this Company Workmen’s Com- 
pensation coverage expect and get dependable 
insurance service, substantial dividend sav- 
ings and financial security because Michigan 
Mutual too sets high standards of perform- 
ance for its policyholders. 





163 Madison Avenue, Detroit 26, Michigan 


Dividend Paying—Founded 1912 


Workmen’s Compensation ® Automobile ® General Casualty Insurance 


through its affiliate 


ASSOCIATED GENERAL FIRE COMPANY 





it writes Fire Insurance and Allied Lines 


“Holley Carburctor’” 


Another Famous Name In Industry Insured By This Company 














HE astounding growth and progress of the 

mutual plan of casualty and fire insurance is 
a typically American phenomenon. No one who 
understands our national character has to ask why 
the mutual plan has such great appeal for us. 


The reason is obvious. Americans like to provide 
for their own security in their own 
way. They don’t wait for someone else 
to do it for them. On the contrary, 
they habitually take the initiative in 
safeguarding their own interests. Is it 
any wonder, then, that so many mil- 
lions of them turn to mutual insurance 
—which gives them the opportunity to 
freely band together with others for 
mutual protection against the uncer- 
tainties of the future? Nothing could 
be more natural or more logical! 


DO 408 


Mutual casualty and fire insurance companies 
have achieved their positions of leadership be- 
cause they hold true to the American ideal of 
providing the finest protection and service at the 
lowest possible cost. It is this same ideal that 
will keep them moving ever forward! 


Non-assessable Casualty and Fire Insurance for your 


AUTOMOBILE ... HoME.. . BusmNEss 


Hardware Mutuals 


FEDERATED HARDWARE MUTUALS 


Hardware Dealers Mutual Fire Insurance Company, Home Office. Stevens Point, Wisconsin 
Mutual Implement and Hardware Insurance Company, Home Office. Owatonna, Minnesota 


HARDWARE MUTUAL CASUALTY COMPANY 


Home Office. Stevens Point, Wisconsin 











